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Section  312  Rehabilitation  Loan 
Program 

agency:  Department  of  Housing  and 
Urban  Development. 
action:  Final  rulemaking 

summary:  hud  is  issuing  a  Final  Rule 
governing  the  administration  of  the 
Section  312  Rehabilitation  Loan  Program 
under  the  Housing  Act  of  1964,  as 
amended.  No  comprehensive  rules  have 
been  previously  published  for  this 
program,  which  has  been  operating 
currently  under  the  HUD  Rehabilitation 
Financing  Handbook  7375.1  REV.,  dated 
February  1974  and  various  Interim  rules 
(44  FR  21750,  April  11, 1979;  44  FR  27627, 
May  10, 1979;  44  FR  47512,  August  13, 
1979;  44  FR  55562,  September  27, 1979), 
Departmental  Notices  and  Memoranda. 
With  issuance  of  this  Final  Rule,  the 
Department  is  publishing  for  the  flrst 
time  a  comprehensive  rule  which  not 
only  puts  existing  program  policies  and 
procedures  into  regulatory  form  but  also 
makes  significant  changes  in  the 
program.  In  order  to  allow  sufficient 
time  to  implement  the  new  regulations 
and  a  new  Handbook  which  is  being 
developed,  the  effective  date  of  the 
regulations  will  be  February  15, 1981. 
During  the  period  before 
implementation,  the  Department  will  be 
conducting  training  sessions  throughout 
the  country  for  HUD  field  staff  and  local 
officials  in  order  to  provide  a  smooth 
transition  into  new  policy  and  program 
guidelines.  Further,  §  510.22(a){l)-(3), 
containing  provisions  limiting  CDBG- 
related  Section  312  loans  to  NSAs  or 
comparable  areas,  will  not  be  applicable 
until  October  1, 1981  in  order  to  allow 
localities  sufficient  time  to  review  and 
select  target  areas  which  meet  the  new 
eligibility  requirements  and  to  coincide 
with  the  beginning  of  the  FY 1981  Fiscal 
Year.  Until  the  February  15, 1981 
effective  date,  the  current  Handbook, 
various  Interim  rules.  Departmental 
Notices  and  Memoranda  will  remain  in 
effect  and  will  govern  loans  approved 
until  that  date. 

EFFECTIVE  DATE:  February  15, 1981. 

FOR  FURTHER  INFORMATION  CONTACT: 

Craig  S.  Nickerson,  Office  of  Urban 
Rehabilitation  and  Community 
Reinvestment,  Room  7162,  Department 
of  Housing  and  Urban  Development,  451 
7th  Street,  SW.,  Washington,  D.C,  20410, 


Telephone:  202/755-3970.  (This  is  not  a 
toll  free- number.) 

SUPPLEMENTARY  INFORMATION: 

Background 

On  September  6, 1979,  an  Advanced 
Notice  of  Proposed  Rulemaking  was 
published  in  the  Federal  Register  (44  FR 
51999)  requesting  comments  on  a 
number  of  major  issues  involving  the 
design  and  administration  of  the  Section 
312  Program.  The  resulting  comments, 
numbering  47,  were  solicited  in  order  to 
assist  the  Department  in  developing 
comprehensive  regulations  for  the 
program  for  the  Hrst  time.  These 
comments,  addressing  eight  major 
program  and  policy  issues,  were  helpful 
in  formulating  the  Proposed  Rule. 

On  April  10, 1980,  the  Proposed  Rule 
was  published  in  the  Federal  Register 
(45  FR  24808)  and  public  comments  were 
invited.  Sixty  comments  were  received. 

Comments  were  received  from  private 
individuals,  local,  state  and  Federal 
Government  officials,  housing  and 
community  development  and 
administrators,  public  interest  groups, 
tenant  and  neighborhood  organizations, 
and  legal  service  groups. 

The  final  Section  312  rules  described 
below  reflect  the  Department's  analysis 
and  determination  on  public  and 
internal  comments  received  in  response 
to  the  April  10, 1980  Proposed  Rule.  In 
order  to  highlight  the  major  aspects  of 
the  final  Regulations  for  the  Section  312 
Program  and  to  discuss  the  range  of 
public  comments,  the  following 
summary  is  organized  by  sections  of  the 
regiifations.  Public  comments  are 
discussed  first,  followed  by  the 
Department's  response  to  those 
comments. 

I  510.2  Purpose  of  Program 

Of  the  eight  comments  received  on  the 
program's  purpose,  the  majority 
responded  to  the  issue  of  priority  for 
low-  and  moderate-income  borrowers. 
The  comments  were  generally 
supportive  of  the  emphasis,  with  three 
suggesting  that  a  fixed  percentage  of  the 
annual  fund  allocation  or  the  number  of 
units  rehabilitated  be  earmarked  for 
low-  and  moderate-income  residents.  On 
the  contrary,  one  commenter  discussed 
the  value  of  participation  by  higher 
income  applicants  in  deteriorated 
neighborhoods  and  suggested  it  be 
specifically  encouraged.  Two 
commenters  suggested  that  the  priority 
for  low-  and  moderate-income  residents 
should  be  evaluated  over  the  whole 
range  of  a  locality's  rehabilitation 
activity  and  not  just  based  on  the 
section  312  loans  made. 

A  tenants'  organization  suggested  that 
cooperatives  be  credited  and  given 


preference  for  section  312  loans  by 
virtue  of  leveraging  conventional 
financing  for  acquisition. 

•  The  Department  Ijelieves  that  the 
statutory  mandate  for  priority  to 
applications  from  low-  and  moderate- 
income  owner-occupants,  including 
those  applications  from  condominiums 
and  cooperatives  with  principally  low- 
and  moderate-income  residents,  is  a 
sound  policy  which  provides  sufficient 
guidance,  yet  a  measure  of  flexibility 
and  discretion  for  participating 
localities.  Prescribing  a  fixed  percentage 
of  loans  to  be  made  or  units 
rehabilitated  for  low-  and  moderate- 
income  persons  may  not  be  responsive 
to  local  conditions  or  administratively 
feasible  at  all  times.  However,  the 
Department  wants  participating 
localities  to  make  a  concerted  effort  to 
adhere  to  the  priority,  giving  the 
maximum  feasible  benefit  to  those 
applicants  eligible  for  the  statutory 
priority.  In  addition,  since  the  priority  is 
a  statutory  one  and  specific  to  the 
section  312  program,  it  must  be  applied 
directly  to  section  312  activity,  rather 
than  to  the  entire  range  of  a  locality's 
rehabilitation  effort.  With  regard  to 
priority  for  principally  low-  and 
moderate-income  condominiums  and 
cooperatives,  the  Department  feels  that 
priority  is  clearly  delineated  in  section 
510.2(b).  Therefore,  no  changes  have 
been  made  in  this  section  as  a  whole  in 
response  to  the  public  comments. 

§  510.4  Definitions 

Of  the  eight  comments  received,  three 
concerned  the  definition  of  “Low-  and 
Moderate-Income"  person  and  area. 
These  commenters  felt  that  the  two 
definitions,  95  percent  of  median  income 
for  persons  and  80  percent  of  median 
income  for  area,  were  confusing.  It  was 
suggested  that  since  the  section  312 
program  supports  CDBG  activities,  the 
80  percent  threshold  established  for 
CDBG  be  used  for  section  312. 

One  commenter  suggested  that  the 
definition  of  “Owner-Occupied" 
(510.4(s))  be  expanded  to  include 
member/ shareholders  of  cooperative 
housing  corporations  who  reside  in  their 
units  and  are  covered  by  a  proprietary 
lease.  The  commenter  felt  that  this  was 
appropriate  since  these  owners  enjoyed 
many  of  the  benefits  of  fee  simple 
homeownership  and  experienced  none 
of  the  detriments  of  tenants. 

Two  comments  concerned  the 
definition  for “Investor-Owned 
Property".  (510.4(j)).  One  locality  felt  that 
the  definition  should  be  amended  to 
indicate  that  investor-owned  property 
means  real  property,  while  the  other  felt 
that  the  proposed  definition  excluded  2- 
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4  unit  properties  not  occupied  by  the 
owner. 

Another  commenter  suggested  that  the 
term  "Dwelling  Unit”  (510.4(gl)  should 
make  eligible  residential  structures 
designed  with  single  room  occupancy 
units,  which  were  not  congregate 
facilities. 

One  locality  suggested  that  the  word 
"bid”  should  be  deleted  from  the 
definition  of  "Work  Write-up" 

(510.4(ee])  as  the  bid  document 
generally  includes  required  and  optional 
work  items  for  which  bids  are  requested 
after  an  inspection  by  the  LPA.  and  the 
actual  work  write-up  which  may  be 
drafted  after  bids  are  received  often 
excludes  some  of  the  specified  items  for 
various  reasons.  The  LPA  felt  that  to 
include  the  word  "bid"  in  the  definition 
of  "Work  Write-up"  implies  a  new 
definition  for  the  bid  document. 

In  response  to  the  comments  received 
on  the  "Low-  and  Moderate-Income” 
definitions  for  person  and  area,  the  - 
Department  believes  it  should 
distinguish  borrowers  who  should 
receive  priority,  those  below  95  percent 
of  median  income,  and  areas,  vrith 
respect  to  ODBC  eligible  areas, 
distinguished  by  income  which  does  not 
exceed  80  percent  of  median  income. 

The  priority  (as  described  in  section 
510.2(b])  for  borrowers  below  95  percent 
of  median  income  is  a  statutory 
requirement  of  the  section  312  Program 
and  is  a  more  reasonable  level  for  a 
direct  loan  program  often  providing 
funds  for  substantial  rehabilitation.  As  a 
result,  the  95  percent  level  will  be 
maintained.  The  80  percent  level  for 
"areas”  which  is  principally  significant 
in  section  510.100(a]  for  multifamily 
properties  will  also  be  maintained,  since 
multifamily  loan  funds  are  more  limited 
and  HUD  wants  to  target  these  funds  to 
the  most  needy  areas,  to  the  extent 
feasible. 

In  response  to  the  comment  suggesting 
the  inclusion  of  member/ shareholders  of 
cooperative  housing  corporations  in  the 
owner-occupied  definition,  the 
Department  is  currently  working  on 
additional  clarification  concerning 
lending  to  cooperatives  and 
condominiums  which  will  specifically 
address  the  above  mentioned 
definitional  concerns. 

With  respect  to  the  recommendations 
to  expand  the  definition  of  "dwelling 
unit”  to  include  single  room  occupancy 
units,  HUD  believes  that  the  existing 
definition  already  does  this.  However, 
the  definition  will  be  further  clarified  as 
part  of  the  implementation  of  the  1980 
Housing  and  Community  Development 
Amendments,  which  includes  provisions 
on  congregate  and  single-room 
occupancy  housing. 


The  recommendation  on  changing  the 
definition  of  work  write-up  has  been 
accepted. 

§  510.6  Funding  Allocation  System 

Two  comments  were  received  on  the 
funding  allocation  system  which  did  not 
result  in  changes  in  the  language  of  this 
Section.  One  comment  was  very 
supportive  of  the  system  because  it 
provides  for  improved  consistency  in 
funding  to  localities  on  an  annual  basis, 
thus  allowing  for  better  allocation  of 
local  staff  resources  and  improved 
rehabilitation  and  revitalization 
planning. 

The  second  comment  was  not 
specifically  directed  at  the  allocation 
system  section  of  the  regulations  but 
was  expressing  dismay  at  the  budget 
rescission  in  Section  312  funds 
recommended  in  Fiscal  Year  1980  and 
proposed  in  Fiscal  Year  1981  by  the 
Administration  to  Congress. 

§  510.20  Eligibility  Requirements/ 
General 

One  commenter  suggested  that  the 
final  regulations  apply  only  to 
borrowers  who  made  application  after 
the  effective  date  of  the  regulations  and 
not  to  applicants  in  the  processing 
"pipeline.” 

The  Department’s  response  to  that 
concern  is  that  the  regulation  must  apply 
to  all  loans  approved  after  the  effective 
date,  February  15, 1981.  However,  the 
effective  date  has  been  established  far 
enough  in  the  future  to  allow  for  a 
smooth  transition,  with  paragraphs  (1) 
through  (3)  of  §  510.22(a),  Eligible  Areas, 
not  effective  until  October  1, 1981  to 
allow  localities  the  opportimity  to 
review  and  select  eligible  program 
areas. 

§  510.22  Eligible  Areas 

Out  of  36  comments  from  cities, 
localities,  and  public  interest  groups 
responding  to  the  section  on  eligible 
areas,  29  commenters  thought  the 
designation  of  Community  Development 
Block  Grant-Neighborhood  Strategy 
Areas  (NSAs)  for  Section  312  loans  was 
too  restrictive.  It  was  a  general 
consensus  that  the  regulation  should 
include  all  areas  receiving  concentrated, 
community  development  and  physical 
revitalization  treatment.  Commenters 
stated  that  forcing  cities,  especially 
small  cities,  to  use  Section  312  fimds 
only  in  designated  NSAs,  when  NSAs 
themselves  are  not  required  under  the 
CDBG  program,  is  inconsistent  with 
granting  local  flexibility  and  permitting 
comprehensive  strategies  of  local 
governments.  Many  small-  and  medium¬ 
sized  cities  concentrate  their 
rehabilitation  and  CDBG  activities  in 


"target  areas”  which  do  not  have  the 
official  NSA  designation.  Also,  one  city 
was  forced  to  eliminate  NSAs,  because 
they  were  found  to  be  counter¬ 
productive  to  efforts  aimed  at  leveraging 
private  investment,  mobilizing  citizen 
involvement,  and  generally  achieving 
CDBG  program  goals.  Many  cities,  while 
having  not  officially  designated  NSAs, 
have  substantially  equivalent  areas. 

Two  localities  supported  the 
designation  of  NSAs  in  that  funds  would 
be  dispersed  otherwise  and  the  funding 
impact  minimal.  One  of  these  localities 
conditioned  its  statement  by  suggesting 
that  NSAs  would  have  to  include 
sufficient  "feasible”  tenant-occupied 
properties.  The  other  locality  felt  that 
the  opportunity  for  moderate-income 
persons  to  benefit  from  Section  312 
loans  is  enhanced  by  restricting  their 
availability  to  specific  neighborhoods, 
like  NSAs. 

Five  commenters  addressed  the  one 
year  time  period  for  Section  312 
assistance  following  the  completion  of 
CDBG-assisted  physical  development 
activities.  They  generally  felt  that  there 
should  be  no  time  limitations  on  Section 
312  loans  in  otherwise  eligible  NSAs. 
Two  commenters  felt  that  the  Area 
Manager  should  not  have  the  authority 
to  rule  against  the  time  period,  but  the 
decision  should  be  left  to  the  locality. 
One  commenter  addressed  the  time 
period  for  categorical  projects.  i.e.. 

Urban  Renewal  projects  involving  a 
Categorical  Program  Settlement  Grant. 
The  commenting  locality  felt  that  the 
one  year  eligibility  for  Section  312  loans 
should  follow  completion  of  the 
Settlement  Grant.  It  is  HUD's  position 
that  financial  settlement  as  used  in  the 
proposed  regulation  means  the  date  of 
the  actual  financial  settlement 
transaction  between  HUD  and  the 
locality,  but  loans  may  be  made  for 
more  than  a  year  following  that  date  if 
expressly  required  by  the  Financial 
Settlement  Agreement. 

Three  urban  counties  commented  that 
counties  usually  contain  a  wide 
dispersion  of  lower-income  persons  and 
deteriorated  properties  in  small  pockets. 
In  such  jurisdictions,  NSAs  may 
constitute  only  a  small  portion  of  the 
areas  undergoing  rehabilitation  and 
revitalization. 

The  Department  carefully  considered 
all  of  the  comments  that  objected  to  the 
Department’s  proposal  to  limit  Section 
312  lending  to  CDBG-NSAs  and  has 
modified  the  definition  by  permitting  use 
of  Section  312  funds  not  only  in  NSAs 
but  also  in  comparable  areas,  as 
described  in  Section  510.22(a](ii). 

The  Department  believes  that  only 
through  a  concentration  of  public  and 
private  resources  will  a  visible  impact 
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on  a  target  neighborhood  be  achieved. 
Current  experience  with  Section  312 
loans  shows  that  localities  on  the  whole 
are  not  concentrating  these 
rehabilitation  funds  adequately,  when 
on  the  average  only  one  and  one-half 
loans  are  being  made  per  census  tract.  It 
is  for  this  reason  that  the  Department  is 
redefining  eligible  Section  312  areas  for 
CDBG  Entitlement  and  Small  Cities 
comprehensive  grant  recipients  as 
targets  for  assistance  in  which  the 
concentration  of  CDBG-assisted 
physical  improvements,  necessary 
public  facilities  and  services,  and 
property  rehabilitation  activities  and 
private  investment  are  appropriate  to 
the  needs  of  the  area  and  will  be 
sufficient  to  produce  long-term 
improvements  in  living  conditions  in  the 
area  within  a  reasonable  period  of  time. 
Neighorhood  Strategy  Areas  (NSAs)  and 
other  comparable  areas  will  meet  this 
requirement.  It  is  incumbent  on 
localities  to  choose  the  areas  and  limit 
the  size  of  them  to  fulfill  this 
requirement,  which  will  be  closely 
monitored  by  HUD. 

In  response  to  the  commenters 
addressing  the  one-year  time  period  for 
Section  312  assistance  following  the 
completion  of  CDBG-assisted  physical 
development  activities,  the  Department 
has  expanded  that  one-year  time  period 
to  two  years  for  CDBG-NSAs  and  other 
comparable  areas  and  designated  areas 
of  localities  receiving  CDBG  Small 
Cities  One-Time  Comprehensive  or 
Single-Purpose  Discretionary  Grants. 

With  regard  to  other  specific 
comments,  the  Department  will  not 
allow  Section  312  loans  to  be  made  on  a 
spot  basis,  outside  an  eligible  area, 
except  by  specific  authorization  under 
Section  510.22(d). 

For  cooperatives  or  condominiums  to 
be  eligible,  the  property  must  be  in  an 
eligible  area. 

§  510.24  Eligible  Properties 

Expanding  the  list  of  eligible 
properties  to  residential  hotels  was 
recommended  by  one  commenter,  who 
suggested  that  residential  hotels  for  the 
elderly  be  classified  as  a  multifamily 
property  with  a  loan  limit  of  $10,000  per 
unit. 

Three  commenters  suggested  that  the 
Section  312  Program  be  coupled  with  the 
Moderate  Section  8  Program  for  use  in 
rehabilitating  small  multifamily 
buildings.  One  of  the  commenters 
suggested  a  10  unit  or  less  limit  on  the 
corniced  use  of  the  programs,  while 
another  suggested  that  51  percent  of 
project  funds  must  be  privately  supplied. 

Two  commenters  suggested  that  two, 
three  or  four  unit  properties  were 
excluded  from  the  listing  of  eligible 


properties.  However,  that  is  not  the  case 
as  can  be  noted  in  the  definition  of 
“single-family  property”  in  §  510.4(cc). 
Another  commenter  expressed  concern 
over  the  eligibility  of  property  owned  by 
a  cooperative.  It  should  be  noted  that 
§  510.24(c](4]  of  the  regulation  clearly 
states  that  cooperatives  are  eligible  for 
Section  312  loans. 

With  regard  to  the  Property 
Rehabilitation  Standards  (PRS),  one 
commenter  responded  negatively  to 
those  standards  being  defined  as  State 
or  local  codes  or  any  other 
rehabilitation  requirements  established 
by  the  locality  and  suggested  that  the 
Department  should  establish  a  minimum 
standard.  In  contrast,  a  public  interest 
group  lauded  the  Department’s 
definition  and  felt  it  would  encourage 
the  development  of  local  standards 
which  address  rehabilitation 
specifically. 

In  response  to  the  comment 
concerning  classifying  residential  hotels 
for  the  elderly  as  multifamily  property, 
that  result  is  already  achieved  by  the 
definition  of  "dwelling  unit”  in  §  510.4(g) 
of  the  regulations.  However,  the 
regulations  will  be  clarified  on  this  point 
as  part  of  the  implementaion  of  the 
Housing  and  Community  Development 
Amendments  of  1980  currently  being 
considered  by  Congress  which  would 
establish  a  $15,000  loan  limit  per  unit  for 
such  property. 

The  recommendation  of  coupling  the 
Section  312  Program  and  Section  8 
Moderate  Rehabilitation  has  been 
carefully  considered  by  the  Department. 
It  is  felt  that  this  combination  is 
inappropriate  in  that  it  constitutes  a 
double  subsidy.  If  a  locality  wishes  to 
provide  a  deeper  subsidy  to  a  particular 
building  or  buildings  wiftin  a  target 
neighborhood,  that  should  be  done  with 
Community  Development  Block  Grant 
funds.  Any  exception  to  the  rule,  in 
which  Section  312  and  Section  8  funds 
are  proposed  to  be  used  in  tandem 
would  have  to  be  approved  by  both  the 
Assist€uit  Secretary  for  Community 
Planning  and  Development  and  the 
Assistant  Secretary  for  Housing. 

With  reference  to  Property 
Rehabilitation  Standard  (PRS),  the 
Department  will  maintain  its  current 
definition  and  thereby  allow  localities 
flexibility  in  using  State  or  local  codes 
or  a  local  rehabilitation  standard,  but 
HUD  is  establishing  a  minimum 
standard  of  meeting  Section  8  Moderate 
Rehabilitation  Program  Standards. 

In  response  to  another  comment. 
Section  312  funds  may  be  utilized  on 
either  section  810  acquired  or  locally 
acquired  homesteading  properties,  but 
these  properties  must  be  in  an  eligible 
area  as  defined  in  S  510.22  in  order  to 


target  Section  312  funds  to  complement 
on-going  housing  and  community 
development  activity. 

§  510.26  Eligible  Applicants 

There  were  seven  comments  regarding 
eligible  applicants.  Three  commenters 
supported  312  loans  being  made  to 
purchaser-occupants  of  property  under 
an  installment  land  sales  contract.  One 
addressed  the  omission  of  a  purchaser 
of  nonresidential  property  and  investor- 
owned  multifamily  properties  purchased 
under  a  land  sales  contract.  One 
commenter  suggested  that  land  sales 
contract  provisions  could  be  made 
simpler  by  requiring  the  seller  to  sign 
the  mortgage  also. 

Two  comments  concerning 
condominiums  were  raised.  One  stated 
that  the  applicant  should  be  the 
potential  owner  of  the  individual 
condominium  or  a  mechanism  should  be 
provided  for  allowing  the  benefits  of  the 
three  percent  interest  rate  to  be 
transferred  to  the  ultimate  purchaser 
after  rehabilitation.  The  other  comment 
supported  condominiums  and 
cooperatives  in  stating  that  they 
effectively  accomplish  the  goal  of 
encouraging  owner-occupancy  by 
moderate  income  families  allowing  for 
equity  contribution,  debt  service  and 
maintenance  costs. 

Other  specific  comments  mentioned 
that  the  regulation  excludes  owners  of 
nonresidential  properties  while  tenants 
are  eligible,  and  that  an  eligible 
applicant  should  be  a  citizen  of  the 
United  States  (either  native  born  or 
naturalized). 

In  response  to  the  comments  on  land 
sales  contract  purchasers,  the 
Department  is  not  precluding  lending  to 
purchaser-occupants  as  long  as  the 
owner  of  the  property  executes  a 
mortgage  or  deed  of  trust  to  secure  the 
section  312  loan.  Separate  provisions  for 
loans  below  $3,500  have  been  dropped, 
since  very  few  loans  are  foreseen  below 
$3,500  and  all  other  loans  are  secured. 

The  Department  is  currently 
developing  further  guidelines  on  loans 
on  cooperative  and  condominiums 
properties  and  will  consider  the 
comments  made  on  this  issue. 

On  the  specific  comments  concerning 
the  exclusion  of  owners  of 
nonresidential  property,  we  have 
corrected  that  unintended  omission.  On 
applicant  eligibility  based  on 
citizenship,  fiie  section  312  program 
wishes  to  parallel  the  CDBG  program 
and  not  require  it. 

§  510.32  Term  of  Loan 

One  comment  was  received  which 
supported  the  existing  requirement  that 
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the  term  should  be  consistent  with  the 
borrower's  ability  to  pay. 

§  510.34  Interest  Rates 

Twenty  six  comments  were  received 
on  the  new  provision  for  a  sliding  scale 
of  interest  rates  based  on  the  type  of 
property  and  income  of  the  borrower.  Of 
those  26.  four  commenters  favored  the 
scale  as  proposed.  Two  comments  b‘om 
public  interest  groups  favored  the 
proposed  scale  because  it  would 
increase  the  discretion  of  local 
governments  and  directly  encourage 
private  sector  involvement  in 
rehabilitation  financing.  Two 
commenters  speciHcally  mentioned  the 
importance  of  the  below  market  rate 
interest  in  providing  an  incentive  to 
middle  income  borrowers  to  invest  in 
deteriorating  neighborhoods. 

Six  comments  focused  on  the 
allowance  of  three  percent  interest  for 
investor-owned  properties  and 
expressed  concern  over  the  apparent 
inequity  between  the  lower  fixed  rate 
for  investors  and  the  sliding  rate  based 
on  income  prescribed  for  owner 
occupants  of  single  family  property. 
Three  of  the  commenters  suggested  that 
the  sliding  scale  be  prescribed  for  single 
family  investor-owners.  Two  of  the 
commenters  suggested  that  six  percent 
is  an  appropriate  interest  rate  for 
investor-owned  property,  while  another 
suggested  that  three  percent  be  allowed 
for  investor-owners  only  when  they 
agree  to  lease  their  property  to  a  local 
housing  authority  for  use  by  a  low- 
income  tenant  or  sign  a  statement 
limiting  annual  rents  for  a  period  of  time 
ranging  from  three  to  five  years. 

In  supporting  lower  interest  rates, 
three  commenters  suggested  that  a 
lower  than  three  percent  rate  be  allowed 
for  leveraged  loans,  while  another 
commenter  suggested  a  one  percent  rate 
for  borrowers  below  80  percent  of 
'  median  income.  Two  commenters 
suggested  that  95  percent  of  median 
income,  the  priority  income  level,  be  the 
threshold  for  the  three  percent  interest 
rate.  Another  commenter  suggested  that 
200  percent  of  median  income  be  the  cap 
on  section  312  lending,  while  another 
suggested  150  percent  of  median  income. 
Two  commenters  recommended  the 
maintenance  of  the  three  percent  rate 
for  all  loaiis  regardless  of  borrower 
income.  In  contrast,  one  commenter 
suggested  an  interest  rate  varied  by  ‘/s 
of  one  percent  based  on  income  applied 
to  all  categories  of  borrowers. 

There  were  three  comments  on 
income  determination,  two  suggesting 
that  adjusted  annual  family  income  be 
better  defined  and  another 
recommending  that  net  income  be  used 


to  determine  interest  rates  for  investor- 
owned  properties. 

In  response  to  the  exception  language 
permitting  the  use  of  a  rate  lower  than 
nine  percent,  but  no  less  than  six 
percent,  for  cases  where  it  is  necessary 
to  achieve  community  development 
objectives  and  is  so  documented  by  the 
LPA  in  the  case  file,  two  local  public 
officials  strongly  opposed  the  exception 
language  citing  its  difficulty  of 
administration  because  of  its  subjective 
nature. 

It  is  HUD's  intention  to  maintain  the 
three  percent  for  investor-owned  single 
family,  multifamily,  nonresidential  and 
mixed  use  properties  in  order  to 
encourage  the  improvement  of  rental 
housing  and  commercial  property  which 
will  benefit  low-  and  moderate-income 
residents  of  eligible  neighborhoods.  The 
Department  believes  the  deeper  subsidy 
of  three  percent  interest  may  be 
especially  necessary  to  achieve  a  full 
scale  rehabilitation  of  multifamily 
properties  which  would  be  infeasible  at 
a  higher  rate  because  of  poor  physical 
and  market  conditions  of  the 
neighborhood.  It  is  noted  that 
multifamily  properties  must  either  be  in 
low-  and  moderate-income  areas  or 
have  a  majority  of  low-  and  moderate- 
income  tenants  to  be  eligible  for  Section 
312  rehabilitation,  and  that  a  Rent 
Regulatory  Agreement  is  required  for 
both  multifamily  and  single-family 
investor-owned  properties. 

Local  public  officials,  however,  should 
evaluate  all  loans  for  investor-owned 
properties  to  determine  whether  a 
combination  of  private  and  public  funds 
could  achieve  the  necessary 
rehabilitation  at  an  effective  interest 
rate  which  is  higher  than  three  percent. 
Section  312  funds  at  three  percent, 
without  the  involvement  of  leveraged 
funds  at  a  higher  interest  rate,  should  be 
used  only  when  the  scope  of 
rehabilitation  and  an  assessment  of 
project  finances  indicate  that  an 
effective  rate  of  three  percent  is 
necessary  for  project  feasibility. 
Leveraging  of  private  funds  in 
combination  with  Section  312  funds 
should  be  the  first  approach  utilized  in 
evaluating  investor-owned  loan 
applications. 

With  regard  to  definition  of  adjusted 
annual  income,  the  Department  refers  in 
its  definition  of  low-  and  moderate- 
income  persons  to  the  income  limits 
published  by  HUD  under  Section 
221(d)(3]  BMIR  of  the  National  Housing 
Act.  The  inconje  limits  are  adjusted  by 
family  size  which  is  the  only  adjustment 
that  Department  intends  for  gross 
annual  family  income. 

With  respect  to  the  exception 
language  allowing  for  a  lower  interest 


rate  to  achieve  community  development 
objectives  documented  by  the  LPA,  the 
Department  believes  this  provision  can 
be  judiciously  administered  by  localities 
to  achieve  rehabilitation  or 
revitalization  of  that  property  or 
neighborhood  which  remains 
undeveloped  because  of  excessive  cost 
or  severely  depressed  market 
conditions.  The  exception  provision  can 
be  administered  in  a  conscious  attempt 
to  foster  rehabilitation  in  areas  which 
resist  traditional  redevelopment 
techniques  and  in  a  manner  which 
would  allow  local  LPAs  to  respond  to 
local  conditions  more  flexibly. 

§  510.36  Maximum  Loan  Amount 

There  were  eight  comments  on  this 
section.  Four  addressed  the  minimum 
loan  amount.  One  commenter  supported 
the  $20  minimum  monthly  loan  payment 
and  another  felt  that  a  $20  minimum 
affected  low-income  applicants  in  an 
adverse  manner.  It  was  recommended 
that  a  $10  minimum  payment  be 
instituted  to  lower  the  chance  of 
delinquency  and  default  and  still  realize 
cost  effective  loan  processing.  The  two 
other  commenters  on  this  issue  felt  that 
the  $20  minimum  was  unduly  restrictive 
for  low-income  borrowers.  One  felt  that 
it  should  be  worked  out  between  HUD 
Area  Offices  and  localities  and  not  be 
specified  in  the  regulation.  The  other 
suggested  that  local  public  agencies  be 
permitted  to  establish  a  lower  monthly 
payment  plan  where  current  housing 
expenses  exceed  25  percent  of  the 
household  income. 

Two  comments  recommended  that  the 
maximum  loan  amounts  be  raised.  One 
commenter  suggested  a  limit  of  at  least 
$36,000  per  unit,  while  another 
recommended  ^5,000  to  $40,000  per 
unit.  The  same  commenter  said  they 
currently  rejected  30  percent  of  their 
single  family  applicants  because  their 
homes  cannot  be  brought  up  to  standard 
with  the  current  $27,000  limit. 

One  commenter  asked  that  the  loan  to 
value  ratio  limit  for  mixed  use  loans  be 
explained.  The  other  commenter  said 
the  nonresidential  formula  (80  percent  of 
the  estimated  market  value  after 
rehabilitation)  is  not  adequate  to  finance 
the  nonresidential  portion,  and  therefore 
HUD  should  eliminate  the  third 
component  of  the  formula  and  restrict 
the  loan  to  $100,000  or  actual  cost  of 
rehabilitation. 

In  response  to  the  comments  and 
concerns  on  the  minimum  monthly  loan 
payment,  it  was  the  Department's  intent 
to  ensure  cost  effective  loan  servicing. 
Currently,  the  Department  must  pay 
$4.50  per  month  to  service  each  single 
family  loan,  in  addition  to  the 
administrative  costs  generally  for  the 
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LPA  and  HUD  to  process  a  loan 
application.  Section  312  funds  should  be 
used  as  a  supplement  to  CDBG  and 
other  rehabilitation  activity.  If  a 
borrower  cannot  afford  a  $20  per  month 
minimum  payment,  the  locality  should, 
then,  provide  another  alternative  to 
accomplish  the  rehabilitation. 

In  response  to  the  comments  on  higher 
loan  limits.  Congress  is  currently 
reviewing  higher  limits  requested  by  the 
Department. 

With  regard  to  determining  the  debt 
limit  on  nonresidential  property,  the 
Department  has  increased  the 
nonresidential  formula  to  90  percent  of 
the  estimated  market  value  of  the 
property  after  rehabilitation. 

§  510.38  Costs  Includable  in  the  Loan 

Twelve  comments  were  received 
addressing  various  items  that  the 
interested  parties  felt  should  be  eligible 
costs  or  asking  for  further  explanation  of 
these  items  mentioned  in  the  regulation. 
The  comments  are  identiffed  by  the 
affected  paragraph  of  this  Section  and 
are  summarized  and  responded  to  in  the 
order  of  those  paragraphs. 

(c)  CPI’s — One  commenter  felt  GPI’s 
(General  Property  Improvements)  should 
be  more  limited  than  the  40  percent  of 
rehabilitation  cost  and  recommended  a 
10  percent  limit.  The  Department  wants 
the  major  focus  of  the  loan  to  be 
correction  of  those  items  relating  to  PRS. 
Only  when  all  PRS  items  are  treated  will 
GPI’s  be  allowed.  However,  the 
Department  will  maintain  the  percent 
requirement  that  GPI’s  should  generally 
not  exceed  40  percent  of  rehabilitation. 

(d)  Environmental  Standards  (and 
other  Federal  Requirements} — One 
commenter  felt  removal  of  architectural 
barriers,  where  applicable,  should  be 
includable  in  the  loan.  Another  comment 
concerned  the  eligibility  of  costs  due  to 
historic  preservation  or  other 
requirements  not  included  in  PRS.  The 
costs  of  compliance  with  historic 
preservation,  environmental,  and 
architectural  barrier  requirements  are 
not  only  eligible,  but  required  to  be 
included  in  Section  312  loans,  as 

§  510.38  now  makes  clear.  Further 
guidance  may  be  found  in  Subpart  D  on 
these  and  other  Federal  requirements. 

(h)  Architectural  Fees — One 
commenter  asked  that  localities  be  able 
to  recover  costs  of  architectural  fees 
from  the  applicant,  if  the  applicant  does 
not  wish  to  proceed  with  the  loan.  These 
fees  are  bourne  by  the  applicant  if  the 
application  is  not  approved  or 
withdrawn;  they  are  only  reimbursable 
to  the  applicant  and/or  professionals 
providing  the  service  at  loaa  settlement, 
if  the  loan  is  approved. 


(i)  Appraisal  Fees — ^Two  comments 
asked  that  single-family  appraisal  fees 
be  eligible  loan  costs.  The  Department 
agrees;  all  appraisal  fees  including  those 
for  single-family  properties  may  be 
included  in  the  loan  in  the  future. 

Processing  and  Settlement  Costs — 

One  commenter  stated  that  the  role  of 
private  lenders  should  be  expanded, 
since  they  can  perform  the  application, 
eligibility,  underwriting  and  document 
preparation  tasks  more  efffciently  than 
LPA  staff.  Lenders  could  be 
compensated  by  an  origination  fee 
which  would  be  an  eligible  cost.  An 
origination  fee  for  a  private  lender  has 
been  included  as  an  eligible  loan  cost. 

(n)  Contingency — Six  comments  were 
received.  Four  stated  that  the  five 
percent  contingency  should  be  increased 
to  10  percent,  because  the  risk  of 
unexpected  cost  is  spread  over  fewer 
units  and  the  likelihood  of  individuals 
procuring  additional  funds  is  smaller 
than  for  investor-owners.  Another 
concern  was  that  there  are  delays 
between  loan  approval  and  loan 
settlement  as  well  as  lapses  between 
when  a  contract  is  signed  and  the  start 
of  construction.  Materials  and 
equipment  costs  can  escalate 
considerably  during  that  time.  One 
commenter  said  they  did  not  use  a 
contingency  fund  and  felt  it  should  be 
eliminated,  while  another  felt  five 
percent  was  adequate.  The  Department 
believes  a  five  percent  contingency  is 
satisfactory  in  most  cases  where  work 
specifications  and  costs  estimates  are 
adequate. 

(o)  Refinancing — Comments  on 
refinancing  are  in  the  510.40  section  of 
the  summary. 

(p)  Taxes — Section  510.38  allowed  for 
payment  of  taxes  accruing  during 
construction  but  did  not  mention  back 
taxes,  while  §  510.39  did  not  directly 
prohibit  payment  of  back  taxes.  The 
commenter  felt  that  back  taxes  should 
be  an  includable  item  when  the  case 
reflects  consistent  payment  of  housing 
related  and  other  expenses  on  a  monthly 
basis.  The  Department  disagrees; 
payment  of  back  taxes  is  currently  an 
ineligible  cost,  as  §  510.39  now  makes 
clear.  If  back  taxes  endanger  the 
security  for  the  loan  and  cannot  be 
cleared  up  by  the  borrower,  the  loan 
should  not  be  approved. 

Relocation — ^Two  commenters 
recommended  that  temporary  relocation 
costs  be  eligible  for  single-family 
applicants,  while  one  felt  relocation 
costs,  except  administrative  expenses  of 
the  locality,  should  be  allowable.  The 
Department  carefully  considered  making 
temporary  relocation  costs  an  eligible 
loan  expense,  but  decided  against  it.  It 


was  felt  that  localities  wishing  to  pay 
benefits  could  use  CDBG  fimds. 

§  510.39  Costs  Not  Includable  in  the 
Loan 

There  were  two  responses  to  this 
Section.  One  public  interest  group  felt 
that  credit  report  fees  should  be  eligible 
and  new  construction  of  additions 
should  be  allowed  where  necessary  to 
alleviate  overcrowding  (bedrooms). 

They  also  asked  that  reconstruction  be 
defined  and  allowed  where  such 
reconstruction  qualifies  under  the  loan 
limits.  A  locality  asked  that  "purchase, 
installation,  or  repair  of  furnishings  or 
trade  fixtures"  be  defined. 

HUD  is  removing  credit  report  fees 
from  this  Section  and  making  them  an 
eligible  cost  of  the  loan.  Inspection  fees 
are  further  clarified  in  that  they  are 
ineligible  except  for  investor  or 
multifamily  applicants  with  loans  over 
$27,000  where  the  LPA  can  require  the 
applicant  to  have  a  work  write-up 
prepared  by  an  outside  source.  Refer  to 
§  510.78(b)(1). 

The  revised  Handbook  will  further 
define  reconstruction  which  is 
essentially  totally  rebuilding  a  structure 
from  a  few  remaining  parts.  However, 
neither  new  construction  or 
reconstruction  is  considered  to  be 
within  the  statutory  definition  of 
rehabilitation  and  work  so  characterized 
is  therefore  legally  ineligible.  While 
kitchen  appliances,  i.e.,  dishwashers, 
refrigerators,  etc.,  are  eligible  items  for 
residential  users,  they  are  ineligible  for 
commercial  establishments.  Counters 
and  shelving  are  examples  of  trade 
fixtures  which  are  also  ineligible. 

§  510.40  Refinancing 

In  the  ten  comments  received  on 
refinancing,  there  was  general  support 
of  the  Department’s  new,  more  limited, 
approach  to  refinancing  as  a  last  resort 
to  be  used  only  when  all  other  options 
available  to  the  LPA  in  assisting  the 
property  owners  have  proven  infeasible. 
It  places  the  onus  of  responsibility  and 
judgment  squarely  on  the  participating 
localities  to  use  this  important  tool 
carefully.  Also,  the  new  policy  which 
limits  refinancing  to  single-family 
borrowers  under  95  percent  of  median 
income  is  an  effort  to  direct  resources  to 
those  borrowers  most  in  need  and  who 
could  not  rehabilitate  their  properties 
without  assistance. 

Among  the  responses  on  refinancing, 
two  commenters  suggested  that  the 
percentage  of  the  loan  for  rehabilitation 
should  be  higher  than  30  percent,  while 
another  suggested  that  the  eligibility 
ratio  of  principal  and  interest  costs  to 
income  should  be  raised  from  20  percent 
to  25,  33  Vs  percent.  Another  commenter 
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suggested  that  the  income  eligibility  of 
95  percent  of  median  income  should  be 
raised  to  120  percent  of  median  income 
to  allow  greater  participation  by  land 
sales  contract  purchasers. 

With  regard  to  refinancing 
indebtedness,  further  clarification  of  the 
kinds  of  debt  which  could  be  refinanced 
was  requested.  On  this  subject,  another 
commenter  suggested  that  home 
improvement  loans  should  not  be 
allowed. 

In  response  to  the  comments  received, 
the  Department  believes  that  the 
majority  of  supportive  comments  is  an 
affirmation  of  the  new  policy.  That  30 
percent  of  the  loan  must  be  directed  to 
rehabilitation  is  further  restricted  by  the 
fact  that  the  30  percent  must  be  directed 
to  meet  PRS  or  other  required  costs. 
Raising  the  ratio  of  debt  service  to 
income  eligibility  factor  from  20  percent 
to  a  higher  percentage  was  considered 
and  is  still  under  consideration  but  the 
present  rule  directly  follows  the  statute. 
It  was  felt  that  the  new  policy 
restrictions  of  eligibility  below  95 
percent  of  median  income  and  limiting 
refinancing  to  only  a  last  resort  option 
would  serve  the  immediate  purpose  of  a 
more  judicious,  considered  use  of 
refinancing  by  localities. 

I  510,42  Note  and  Security  Instrument 

Three  comments  were  received.  One 
comment  concerned  the  requirement 
that  the  note  provide  estimated  annual 
amounts  of  ground  rents,  property  taxes 
and  assessments,  flood,  and  fire 
insurance  and  the  like.  The  commenter 
recommended  that  we  retain  the  prior 
format,  and  require  monthly  amounts 
rather  than  mix  monthly  and  annual 
figures.  Another  comment  was  that  the 
short-form  mortgage  for  loans  under 
$10,000  should  still  be  allowed.  This 
commenter  also  suggested  a  standard 
form  which  can  be  filled  in  without  legal 
involvement  or  approval.  The  third 
commenter  felt  that  the  Relocation 
Regulations  should  be  included  in  the 
note  and  security  instrument  on  loans  in 
which  the  “Right  to  Continue  in 
Occupancy"  is  used.  They  felt  there 
should  be  some  remedy  provided  in  the 
loan  documents  if  a  landlord  violates 
the  provisions  of  the  lease  terms 
involved  in  the  relocation  requirements. 

In  response  to  the  first  comment  on 
mixing  monthly  and  annual  payments  in 
the  note  format,  we  have  changed 
annual  to  monthly  where  it  refers  to 
amounts  of  ground  rents,  property  taxes, 
etc.,  and  this  provision  for  escrow 
payments  has  been  relocated  to  the 
mortgage  portion  of  this  Section. 

The  Department  has  also  decided  all 
loans  will  be  secured  and  it  will  provide 
guidance  in  the  Handbook  on  the 


preparation  of  the  note  and  mortgage 
documents,  which  vary  from  State  to 
State. 

With  regard  to  including  the 
relocation  provisions  in  the  note  and 
security  instruments,  the  Department 
feels  that  such  inclusion  would  not  be 
useful.  The  relocation  section  of  these 
regulations  provides  for  a  lease  under 
which  tenants  can  seek  redress  if  its 
provisions  have  been  violated. 

§  510.44  Title  Evidence 

Five  comments  were  received,  of 
which  two  felt  formal  title  evidence 
should  be  required  for  all  loans 
regardless  of  loan  amount.  Another 
thought  title  should  be  verified  only  by  a 
preliminary  or  short-form  title  report. 
This  commenter  also  felt  neither  title 
insurance  nor  an  attorney’s  opinion 
should  be  required  because  of  costs  and 
delays  and  the  fact  that  the  loan  is 
ordinarily  in  second  or  a  lower  position. 

One  comment  stated  that  Section 
510.44  made  no  reference  to  escrow 
accounts  for  taxes  and  insimance. 

One  commenter  felt  title  evidence  for 
loans  under  $10,000  creates  an  added 
expense  for  the  borrower  which  should 
be  absorbed  by  the  LPA. 

The  Department  has  specified  the 
acceptable  forms  of  title  evidence 
including  title  insurance,  attorney’s  title 
certificates,  etc.,  and  has  provided  that 
title  evidence  must  be  obtained  prior  to 
loan  approval.  However,  there  is 
provision  for  the  Area  Office  to  approve 
alternative  forms  of  title  evidence  on  a 
locality  by  locality  or  State  by  State 
basis,  for  loans  under  $27,000.  Title 
evidence  is  an  eligible  loan  cost. 

In  response  to  the  comment  on 
escrows,  the  Department  will  require 
escrows  for  all  loans  in  first  position  or 
where  the  primary  lien  holder  does  not 
escrow. 

§  510.46  Standard  Terms  and 
Conditions 

There  were  seven  comments  received 
on  the  Standard  Terms  and  Conditions. 
They  are  summarized  according  to  the 
order  in  which  they  appear  in  the 
regulation: 

One  commenter  suggested  that  the 
borrower  should  also  agree  not  to  award 
contracts  to  anyone  deemed 
unacceptable  to  the  LPA.  It  was  also 
suggested  that  arbitration  procedures 
should  be  spelled  out,  including  a 
procedure  for  paying  the  contractor  for 
acceptable  work  when  the  borrower  will 
not  sign  the  check;  and  a  procedure  for 
loan  termination  where  there  is  a  breach 
in  the  construction  contract,  the  work  is 
incomplete,  and  the  homeowner  will  not 
proceed  with  the  work. 


It  was  suggested  that  language  should 
be  included  to  require  total  repayment 
of  principal  and  interest  due  on 
terminated  Section  312  loans.  This 
would  advise  the  owner  of  the  necessity 
for  immediate  repayment  should  the 
loan  be  terminated  for  cause. 

A  commenter  stated  if  a  new  owner 
who  wishes  to  assume  a  Section  312 
loan  would  qualify  for  the  Section  312 
program,  then  he/she  should  be  able  to 
benefit  from  the  program,  too. 

Another  comment  was  that  the 
program  should  allow  for  the 
assumption  of  the  Section  312  mortgage 
by  a  non-equity  cooperative  from  a  non¬ 
profit  developer,  or  in  the  case  of  a 
merger,  consolidation,  re-organization, 
or  the  conveyance  of  the  underlying  fee 
and  subsequent  lease  from  a  land  trust 
or  mutual  housing  association,  wherein 
there  would  be  no  substantive  adverse 
effect  upon  the  cooperative  or  its 
members  in  their  goal  of  preventing 
displacement  or  providing  decent 
housing  on  a  continuing  basis  for  low- 
and  moderate-income  persons. 

It  was  stated  that  since  Section  312 
loans  require  adequate  property 
insurance,  not  allowing  the  Section  312 
borrower  the  option  to  rebuild  a 
substantially  destroyed  unit  could  force 
him/her  back  into  substandard  housing. 

It  was  suggested  that  the  Area 
Manager  be  given  the  power  of  waiver 
at  the  conflict  of  interest  provision  for 
employees  of  the  LPA  or  the  locality  if 
they  meet  low-  and  moderate-income 
guidelines. 

It  was  also  recommended  that  the 
HUD  6231  be  rewritten  in  language  more 
easily  understood  by  the  applicant. 

In  response  to  the  comments  received 
on  the  Standard  Terms  and  Conditions, 
a  locality  with  respect  to  unacceptable 
contractors  may  develop  its  own 
procedures  for  contractor 
prequalification,  selection  and 
disbarment.  In  §  510.78,  the  regulations 
do  provide  that  the  LPA  shall  concur  in 
any  contract  award,  which  has  the 
effect  of  requiring  the  contractor  to  be 
acceptable  to  the  LPA. 

With  respect  to  repayment  upon  loan 
cancellation,  the  loan  cancellation 
procedure  will  be  carefully  detailed  in 
the  Handbook. 

The  Department’s  loan  assumption 
policy  is  currently  under  development 
and  will  be  explained  in  the  loan 
servicing  section  of  the  regulation  to  be 
completed  at  a  later  date. 

With  respect  to  loan  repayment  upon 
destruction  of  a  secured  property,  the 
Department  has,  as  does  any  other 
secured  lien  holder,  the  right  to  recover 
its  investment  as  from. insurance 
proceeds. 
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In  response  to  the  conflict  of  interest 
provisions,  an  employee  of  the  local 
government  or  the  LPA  who  exercises 
any  functions  or  responsibilities 
assigned  with  the  administration  of  the 
Section  312  Loan  Program  shall  not 
receive  program  benefit.  This  rule  is 
designed  to  prevent  collusion  or  the 
appearance  of  a  collusive  arrangement 
in  the  program. 

The  form  containing  the  Standard 
Terms  and  Conditions  (HUD-6231)  is 
being  revised  to  make  clearer  to  the 
borrower  all  loan  provisions  and 
conditions. 

§  510.50  Program  Administration 

Six  comments  were  received  on  this 
section.  The  majority  of  the  comments 
related  to  paragraph  (b)(10)  Labor 
Standards.  The  commenters  addressing 
labor  standards  generally  endorsed  the 
proposed  rule  to  exempt  residential 
properties  with  less  than  15  dwelling 
units  from  the  requirements  of  the 
Davis-Bacon  Act.  These  commenters  felt 
that  such  an  exemption  would  not  only 
encourage  the  development  of  smaller 
multifamily  projects,  but  would  also 
reduce  the  rehabilitation  cost  of  such 
projects. 

However,  one  Federal  official 
provided  comments  objecting  to  the 
increased  thereshold  for  residential 
properties.  Essentially,  the  commenter 
felt  that  HUD’s  limitation  of  Davis- 
Bacon  to  projects  containing  15  or  more 
dwelling  units  was  beyond  the  scope  of 
HUD’s  authority.  It  was  this 
commenter's  opinion  that  the  Davis- 
Bacon  requirement  should  be  applicable 
to  all  residential  property  where  the 
actual  cost  of  rehabilitation  exceeds 
$2,000. 

The  commenter,  while  agreeing  that 
the  waiver  for  “sweat-equity"  projects 
proposed  in  §  510.50(a](3](iii]  was 
permissible  under  Davis-Bacon, 
suggested  that  the  language  be  amended 
to  include  the  full  requirements  for  a 
waiver  as  set  forth  in  Section  402(f]  of 
the  Housing  Act  of  1950,  as  amended. 

Other  comments  suggested  that 
owner-occupied  residential  properties 
be  exempt  from  the  requirements  for 
accessibility  by  the  handicapped  and 
that  the  energy  audits  required  by 
§  510.50(n)  be  waived  for  small  scale 
multifamily  projects. 

In  response  to  the  comments 
concerning  the  Davis-Bacon  provisions, 
the  Department  has  lowered  the 
required  unit  threshold  from  fifteen  to 
twelve  units  for  residential  projects. 
Twelve  units  was  the  threshold  used  for 
the  purpose  in  the  program  prior  to  1975. 
The  language  on  the  “sweat-equity” 
provisions  will  remain  the  same,  which 
includes  the  proper  citation  of  the 


waiver  authority  in  Section  402(f)  of  the 
Housing  Act  of  1950,  as  amended. 

In  response  to  the  requirements 
concerning  accessibility  by  the 
handicapped,  the  Department  is 
currently  developing  regulations  which 
will  apply  to  all  HUD-assisted  housing. 
Additionally,  the  Department  is 
developing  a  guidebook  on  the  cost- 
effective  energy  conservation  standards 
which  will  assist  LPAs  in  applying  the 
standards. 

§  510.52  Relocation/ Displacement 

Eleven  comments  were  received  in 
response  to  the  relocation/displacement 
provisions  published  for  comment  in 
§  510.52.  This  section  was  published  as 
both  a  proposed  rule  (to  obtain  public 
comment)  and  as  a  final  rule  (45  FR 
24802;  effective  May  12, 1980). 

One  commenter  discussed  the  need 
for  clarifying  the  role  of  a  lease  in 
protecting  a  tenant’s  rights.  With  regard 
to  the  lease,  another  commenter 
interpreted  the  provisions  at 
§  510.52(c)(5)(i)  to  require  owners  to 
establish  a  fixed  amoimt  for  the  monthly 
housing  cost  (rent  and  utilities)  charged 
a  tenant  during  the  first  year  of  the  four- 
year  period  guaranteed  under  the  notice 
of  right  to  continue  in  occupancy. 

With  regard  to  exclusion  from  the 
relocation  provisions  of  those  units 
where  the  Section  312  loan  attributable 
per  unit  is  less  than  $2,500,  one 
commenter  suggested  that  the  $2,500 
unit  level  be  determined  by  the  total 
cost  of  the  rehabilitation  per  unit 
whether  Section  312  or  privately 
financed. 

Another  commenter  requested 
clarification  on  the  locality  certification 
procedure,  while  another  included  a 
proposal  to  restrict  the  use  of  the  waiver 
procedure  at  §  510.52(c)(6),  unless 
suitable  approved  alternative 
protections  were  provided.  Another 
commenter  suggested  that  single-family 
(1-4  units)  properties  be  exempted  from 
the  relocation  rules. 

Several  of  the  comments  reflected  a 
misunderstanding  of  the  purpose  of  the 
notice  of  right  to  continue  in  occupancy 
and  the  relationship  of  that  notice  to  the 
rent  regulatory  agreement. 

In  response  to  the  first  comment  on 
the  role  of  the  lease  in  protecting  a 
tenant’s  rights,  the  Department  has 
modified  the  language  at  §  510.52(c)(5) 
to  explain  that  in  order  to  receive  the 
protections  provided  by  the  rule,  the 
tenant  must  agree  to  enter  into  a 
reasonable  lease,  as  specified  in 
§  510.52(c)(5),  within  a  reasonable 
period  of  time  after  completion  of  the 
rehabilitation.  To  ensure  that  this  does 
not  impose  an  unfair  requirement  on  the 
tenant,  the  final  rule  specifies  the 


tenant’s  unilateral  right  to  cancel  the 
lease  on  30-days  advance  written  notice, 
if  allowable  under  State  or  local  law. 

With  regard  to  the  second  comment 
on  the  lease  and  the  inclusion  of  utility 
charges  in  the  lease,  it  is  not  the  intent 
of  the  Department  to  preclude  an  owner 
from  entering  into  a  lease  that  provides 
for  the  tenant  to  pay  the  cost  of  all 
utilities.  The  rule  at  §  510.52(c)(5)(i) 
explains  that  the  maximiun  rent  that  can 
be  charged  to  a  tenant  during  the  first 
year  after  rehabilitation  shall  not  exceed 
(1)  25  percent  of  the  gross  income  of  all 
adult  members  of  the  household,  or,  if 
greater,  (2)  105  percent  of  the  tenant’s 
monthly  rent  for  the  unit  six  months 
prior  to  issuance  of  the  notice  of  right  to 
continue  in  occupancy.  In  response  to 
the  comment  the  Department  is  revising 
this  rule  to  explain  that  the  cost  of 
utilities  to  be  metered  and  paid 
separately  by  the  tenant  after  the 
rehabilitation  are  not  to  be  considered 
in  the  latter  computation. 

In  response  to  the  commenter  who 
suggested  that  the  relocation  provisions 
apply  to  the  total  cost  of  rehabilitation 
per  unit,  whether  Section  312  or 
privately  financed,  the  Department 
agrees  with  the  comment.  Accordingly, 

§  510.52(c)(7)(i)  of  the  rule  has  been 
revised  to  ensure  that  the  rule  will  apply 
to  each  dwelling  unit  where  the  total 
cost  of  rehabilitation  financing  exceeds 
$2,500. 

With  regard  to  the  fourth  comment 
about  the  locality  certification 
procedure,  under  the  provision  of 
§  510.52(a).  an  annual  certification  from 
the  locality  or  LPA  is  satisfactory.  It  is 
not  necessary  to  submit  a  certification 
with  each  loan. 

The  comment  which  included  a 
proposal  to  restrict  the  use  of  the  waiver 
procedure  was  not  adopted. 

In  reply  to  the  comment  requesting 
exclusion  of  single-family  (one  to  four 
units)  properties  form  the  relocation 
provisions,  the  Department  believes  that 
such  an  exemption  would  be  unfair  to 
the  affected  tenants.  Many  of  these 
tenants  have  essentially  the  same  needs 
as  tenants  in  multifamily  properties  (5 
units  or  more)  and  might  be  displaced 
without  satisfactory  alternatives  if  the 
rules  did  not  offer  protections. 
Accordingly,  this  proposal  was  not 
adopted. 

Several  comments  reflected  a 
misunderstanding  of  the  purpose  of  the 
notice  of  the  right  to  continue  in 
occupancy  and  the  relationship  of  that 
notice  to  rent  regulatory  agreement.  The 
Department  invites  attention  to  the 
explanation  of  these  two  documents 
which  appeared  in  the  preamble  to  the 
final  Section  312  relocation  rules  at  45 
FR  24803,  dated  April  10, 1980.  The 
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Department  also  encourages  localities 
and  prospective  loan  applicants  to 
discuss  their  concerns  with  HUD  Area 
Office  rehabilitation  and  relocation  staff 
who  can  explain  these  procedures  and 
provide  related  advice  and  assistance. 

§  510.70  General— Loan  Processing 
and  Administration. 

There  were  three  comments  on  loan 
processing  and  administration.  One 
comment  spoke  directly  to  the  need  for 
the  Department  to  expedite  check 
processing  and  to  shorten  the  time 
between  application  submission  to  HUD 
and  check  receipt  by  the  LPA.  Another 
comment  suggested  streamlining  the 
loan  application  process  and  placing 
greater  responsibility  on  the  borrower. 
The  third  comment  requested  greater 
guidance  on  the  division  of 
responsibility  between  the  individual 
borrower  and  the  LPA. 

The  Department  is  carefully 
examining  these  recommendations  and 
has  made  efforts  to  simplify  several 
procedural  aspects  of  the  program 
including  changes  in  income 
veriHcation,  appraisals,  and  the 
selection  of  contractors.  These 
suggestions  will  be  considered  in  the 
preparation  of  the  Handbook  which  the 
Department  is  projecting  to  be  issued  to 
be  effective  simultaneously  with  the 
Hnal  regulations. 

In  response  to  internal  comments  on 
the  regulation,  the  Department  has 
added  new  provisions  as  §  510.70  (b) 
and  (c),  which  are  designed  to  clarify 
the  relative  responsibilities  of  the 
locality,  the  LPA,  and  contractors  under 
the  program. 

§  510. 72  Local  Approval  A  uthority 

There  were  six  comments  on  local 
loan  approval  authority.  Three 
comments  related  directly  to  the 
Agreement  for  Local  Processing  Agency 
Approval  and  were  requesting 
procedural  clarification. 

A  comment  from  a  public  interest 
group  opposed  the  requirement  for 
localities  to  assume  local  loan  approval 
authority  once  their  fund  use  level 
exceeded  $200,000  or  more  annually  for 
a  two  year  period.  This  group  felt  that 
local  loan  approval  authority  should  be 
a  local  option.  • 

The  fourth  commenter  suggested  that 
loan  approval  and  funding  should  be 
condensed  into  one  step  for  localities 
who  have  local  loan  approval  authority. 
One  locality  requested  local  loan 
approval  authority  on  multifamily  loans. 

In  response  to  the  comments  on  the 
LPA  approval  agreement,  a  guideform 
agreement  and  instructions  for  its  use 
will  be  included  in  the  new  Handbook. 
With  regard  to  the  assumption  of  local 


loan  approval  by  localities,  it  is  the 
Department’s  contention  that  localities 
must  begin  to  assume  responsibility  for 
their  loan  underwriting  decisions  if  they 
are  consistent  users  of  Section  312 
funds. 

With  respect  to  condensing  the 
necessary  steps  between  loan 
submission  and  the  loan  settlement  with 
fund  disbursal,  the  Department  is 
developing  a  procedure  to  simplify  the 
process,  which  will  be  described  in 
greater  detail  in  the  new  Handbook.  In 
addition,  the  Department  will  develop 
guidelines  for  multifamily  local  loan 
approval  authority  in  the  future,  when  a 
larger  number  of  localities  have 
experience  in  underwriting  Section  312 
and  CDBG  loans. 

§  510. 74  Property  Appraisal 

There  were  three  comments  on  the 
property  appraisal  section.  Two 
commenters  strongly  supported  the 
elimination  of  the  appraisal 
requirements  for  loans  of  less  than  a 
fixed  dollar  value.  They  cited  the  time, 
expense  and  limited  value  of  the 
appraisal  in  underwriting  a  Section  312 
loan;  and  indicated  their  preference  for 
a  simpliHed  approach  to  determining 
property  value  paralleling  private 
lending  practices.  Two  of  the  three 
commenters  also  favored  the  inclusion 
of  the  property  appraisal  fee  as  an 
eligible  loan  amount  when  it  is  required. 

The  Department  in  response  to  the 
appraisal  question  has  dropped  a  formal 
appraisal  as  a  requirement  for  single 
family  loans  of  $27,000  or  less  but  will 
require  an  estimate  of  current  value.  It 
still  will  be  required  on  all  single  family 
loans  which  exceed  $27,000  and  every 
multifamily,  nonresidential  and  mixed 
use  loan. 

Under  §  510.38  on  eligible  costs, 
appraisal  fees  on  all  categories  of 
property  may  be  an  eligible  loan 
expense. 

§  510.76  Financial  Verifications 

Three  comments  were  received 
concerning  financial  verifications.  Each 
commenter  suggested  that  an  attempt 
should  be  made  to  reduce  the  amount  of 
paperwork  currently  associated  with 
financial  verifications.  It  was 
recommended  that  HUD  develop  a 
standard  system  of  verification  such  as 
verification  through  a  recognized  credit 
bureau.  It  was  also  suggested  that  the 
income  verification  procedures  of  the 
section  235  recertification  process  be 
adopted  for  section  312  income 
verifications. 

The  Department  has  recognized  the 
need  to  streamline  the  verification  of 
income  process  and  will  accept 
alternative  means  of  documenting 


income.  The  simplified  verification 
procedures  will  be  explained  in  greater 
detail  in  the  Handbook. 

§  510.78  Rehabilitation  Contract 
Development 

Several  localities  commented  on  the 
proposed  provisions  of  paragraph  (b). 
Contract  Development.  One  locality 
objected  to  the  provision  which  allows 
the  borrower  and  the  contractor  to 
provide  the  scope  of  work  and  cost 
estimate  for  negotiated  contracts.  The 
locality  felt  that  this  should  be  provided 
by  the  borrower  with  the  assistance  of 
the  LPA. 

Other  comments  included  support  for 
the  provision  which  allows  the  borrower 
to  select  a  bidder  who  is  within  10 
percent  of  the  LPA  cost  estimate  and  a 
recommendation  that  the  threshold  for 
competitive  bidding  be  increased. 

The  Department  believes  that,  where 
feasible,  the  borrower  should  assume  a 
more  active,  involved  role  in 
determining  the  scope  of  work  and 
selecting  a  contractor  to  do  the 
rehabilitation  for  cases  involving  loans 
of  less  than  $27,000.  An  on-site  property 
inspection  by  the  LPA  will  be  required 
and  joint  borrower-contractor  work 
write-ups  will  be  carefully  reviewed  by 
the  LPA  to  determine  whether  the  scope 
of  work  is  clearly  delineated  and  meets 
PRS  and  whether  the  price  is  within  110 
percent  of  the  LPA’s  estimation  of  cost. 
The  LPA  will  still  provide  assistance 
including  work  write-up  preparation  to 
the  borrower  as  needed 

Changing  the  threshold  for 
competitive  bidding  was  considered  but 
remains  at  $27,000,  except  in  those  cases 
where  the  owner  serves  as  contractor  as 
described  in  §  510.80  or  the  requirement 
is  waived  under  special  circumstances 
by  the  HUD  Area  Manager. 

§  510.80  Borrower  as  Contractor 

Five  comments  were  received,  two  of 
which  stated  the  self^elp/sweat  equity 
borrower  should  be  capable  of  doing  the 
work  based  upon  a  demonstratable 
ability  to  complete  the  work 
satisfactorily.  The  LPA  should  have  the 
authority  to  assess  the  applicant’s 
ability  to  perform  his/her  own  work  and 
to  act  as  his/her  own  general  contractor, 
and  limit  the  type  and  quantity  of  work 
to  be  performed,  and  accept  or  reject  the 
applicant’s  proposal  to  act  as  a  general 
contractor. 

One  comment  b'om  a  non-equity 
cooperative  was  that  they  should  be 
permitted  to  compensate  employees — 
including  those  who  happen  to  be 
members — ^for  labor  provided  in  that 
such  labor  is  not  performed  as  a 
component  of  the  “sweat  equity” 
program.  Another  comment  was  that  a 
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subcontractor  should  not  receive 
payment  for  profit  and  overhead  in  his/ 
her  bid  amount  when  the  subcontractor, 
hired  by  the  borrower  acting  as  general 
contractor,  is  a  family  member. 

There  was  one  objection  to  the 
compensation  for  specified  materials 
and  equipment  only  after  proper 
installation.  The  commenter  said  there 
are  many  “cash"  and  "carry”  building 
supply  houses,  which  are  able  to  offer 
better  prices.  It  was  suggested  that 
where  a  supply  house  prepares,  in 
conjunction  with  borrower  and  LPA,  a 
price  list  of  needed  materials,  the  LPA 
could  cut  a  two-party  check  against  the 
invoice  for  payment  "up-front"  for 
materials. 

In  order  to  provide  clearer  guidance 
on  the  self-help/sweat  equity  concept 
and  the  borrower  who  is  a  building 
professional,  the  Department  has 
retitled  this  section  "Borrower  as 
Contractor”  and  has  provided  guidance 
on  contract  development  for  both  types 
of  borrowers. 

Under  the  provisions  of  the  self-help/ 
sweat  equity  concept,  the  Department 
has  provided  guidance  on  the  minimum 
conditions  for  accomplishing  the 
rehabilitation  and  will  provide  further 
guidance  in  the  Handbook. 

Compensation  to  a  member  of  a 
borrower’s  nuclear  family,  whether 
subcontractor  or  laborer,  is  not 
permitted. 

Disbursement  from  the  rehabilitation 
escrow  account  for  specified  materials 
and  equipment  may  be  made  only  after 
proper  installation. 

Section  510.80(b),  Professional 
Contractor,  clearly  delineates  the 
responsibilities  and  requirements 
applicable  to  this  kind  of  borrower. 

§  510.82  Loan  Approval:  Required 
Determinations 

Three  comments  were  received.  One 
commenter  suggested  that  special 
language  concerning  loan  approval 
criteria  apply  specibcally  to  non-profit 
corporations.  Suggested  criteria  for  non¬ 
profits  would  include  a  determination 
that  sufficient  seciu-ity  in  the  value  of 
the  property  to  cover  repayment  of  the 
loan  exists  and  that  the  proforma 
indicating  income  and  expenses  be 
reasonable  and  include  reserves  as  an 
expense. 

It  was  also  suggested  that  appropriate 
underwriting  standards  be  applied  to 
cooperative  loans. 

Mother  commenter  suggested  that 
HUD  should  apply  more  flexible 
underwriting  criteria  on  determining  an 
owner  occupant's  ability  to  afford  the 
loan.  The  commenter  wanted  the 
flexibility  to  consider  the  dollar  amount 
of  disposable  income  left  after  fixed 


expenses  and  the  number  of  people  to 
be  supported  on  that  income. 

With  respect  to  underwriting  loans 
proposed  by  non-profrt  corporations,  the 
Department  believes  that  special 
language  directed  to  non-profit  loans  is 
unnecessary.  The  merits  of  the  project 
and  the  development  team  capability 
must  be  evaluated  in  each  case,  in  order 
to  approve  any  loan. 

The  Department  is  currently 
considering  more  detailed  procedural 
guidelines  for  loans  to  cooperatives  and 
condominiums  to  be  issued  in  the  future. 

The  Department,  as  part  of  this  Final 
Rule,  has  not  established  a 
predetermined  or  fixed  percentage  of 
debt  to  income  for  the  purpose  of 
determining  acceptable  risk.  However, 
underwriting  guidance  will  be  provided 
in  the  revised  program  Handbook  and 
will  discuss  all  aspects  considered  in 
underwriting  including  debt  to  income 
ratio,  credit  history,  expenses 
attributable  to  rental  property  and  the 
like. 

§  510.84  Loan  Settlement 

Five  comments  were  received 
regarding  the  proposed  loan  settlement 
procedures.  Two  localities  commented 
that  the  requirenient  for  escrow 
payment  of  taxes  and  insurance  could 
be  burdensome  and  suggested  that  small 
loans  be  exempt  from  the  escrow 
requirement.  One  locality  also  felt  that 
the  payment  of  taxes  and  insurance,  as 
well  as  supplemental  financing  required 
from  the  borrower,  should  be  the 
responsibility  of  the  borrower,  not  the 
LPA. 

Another  locality  suggested  that  the 
execution  of  the  rehabilitation  contract 
be  deleted  from  loan  settlement 
activities.  The  locality  felt  that  it  was 
the  owner’s  responsibility  to  initiate  the 
rehabilitation  work,  and  recommended 
that  the  contract  be  executed  prior  to 
loan  settlement  with  an  effective  date 
after  the  expiration  of  the  rescission 
period.  The  locality  suggested  that  HUD 
should  encourage  private  lenders  to 
assume  responsibility  for  loan 
origination  and  settlement. 

Three  localities,  while  agreeing  with 
the  intent  of  the  modified  loan 
settlement  procedure,  felt  that  the 
procedure  was  time  consuming  and 
should  not  be  required  for  all  loans  over 
$60,000  or  where  construction  exceeds  4 
months.  Referring  to  the  requirement 
that  interest  be  calculated  for  each 
separate  draw-down,  one  locality 
suggested  that  in  lieu  of  calculating 
interest  for  each  draw,  loan  payment 
should  begin  after  a  preset  period. 

In  response  to  comments  on  the 
requirement  for  escrow  payments  of 
taxes  and  insurance,  it  is  the 


Department’s  judgment  that  this  is  a 
necessary  requirement  to  Section  312 
lending  in  order  to  protect  HUD’s 
investment 

With  regard  to  the  execution  of  the 
rehabilitation  contract  before  loan 
settlement  the  Department  has  decided 
to  explain  its  policy  in  §  510.78, 
concerning  the  possible  relationship 
between  the  execution  of  the  contract 
and  commencement  of  work  and 
mechanics  liens  on  the  property. 
Application  of  the  policy  will  be  left  to 
the  LPA  in  consultation  with  HUD. 

With  regard  to  involvement  by  private 
financial  institutions  in  loan  origination 
and  settlement,  the  Department  is 
actively  encouraging  LPAs  to  develop 
such  an  arrangement. 

Loan  origination  fees  for  lending 
institutions  have  been  included  as  an 
eligible  loan  cost.  Localities  may  not 
receive  a  loan  origination  fee. 

In  response  to  Ae  comments  on  the 
modified  loan  settlement  procedure,  the 
Department  has  developed  new 
disbursement  procedures  which  will  be 
explained  in  detail  in  the  Handbook  and 
will  eliminate  the  cumbersome 
procedures  of  the  modified  loan 
settlement. 

§  510.86  Management  of  Rehabilitation 
Escrow  Account 

There  were  eleven  comments  on  the 
management  of  the  rehabilitation 
escrow  accounts.  There  were  three 
comments  on  whether  the  accounts 
were  interest  bearing  or  non-interest 
bearing;  two  conunenters  favored 
interest-bearing  accounts.  One 
suggested  that  the  interest  be  returned 
to  the  borrower  while  the  other 
suggested  that  the  interest  be  used  by 
the  LPA  to  defray  administrative  costs. 
The  third  commenter,  recommending 
non-interest  bearing  accounts, 
mentioned  the  deposit  of  funds  as  an 
encouragement  to  private  financial 
institutions  to  leverage  private  funds. 

With  regard  to  the  use  of 
supplemental  funds,  one  commenter  felt 
that  using  them  in  full  prior  to 
disbursement  of  Section  312  funds  is  a 
hardship  on  the  borrower.  It  was  also 
suggested  that  contractor  payments  be 
done  through  a  voucher  system,  as  was 
originally  proposed. 

'Three  comments  were  received  on  the 
need  to  develop  a  method  of  resolving 
homeowner/ contractor  disputes.  The 
Department  realizes  the  importance  of 
this  topib  and  will  discuss  LPA  and 
borrower  options  in  greater  detail  in  the 
Handbook. 

With  regard  to  unutilized  loan  funds, 
a  recommendation  was  made  that  they 
be  used 'as  an  operating  and/or 
replacement  reserve  account  but  that 
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this  provision  be  limited  to  non-equity 
cooperatives. 

Two  commenters  favored  the 
provisions  allowing  the  cancellation  of 
original  loans  to  be  supplemented  by 
new  loans  if  there  is  no  other  recourse 
to  handle  rehabilitation  cost  overruns. 

In  response  to  the  comments  made  on 
this  Section,  the  Department  is 
specifying  that  rehabilitation  escrow 
accounts  must  be  non-interest  bearing. 
New  procedures  will  be  incorporated  in 
the  Handbook  to  minimize  the  level  of 
funds  in  escrow  accounts. 

In  response  to  the  comment  on 
supplemental  funds  and  with  the 
recognition  of  a  possible  hardship  on  the 
borrower  in  using  supplemental  funds 
first  in  full,  the  Department  will  permit 
private  and  public  funds  to  be  drawn 
upon  jointly  during  the  course  of 
construction. 

In  response  to  a  recommendation  for 
and  in  an  effort  to  streamline 
procedures,  the  Department  is  instituting 
a  voucher  system  of  payment,  whereby 
the  borrower  requests  and  authorizes,  in 
conjunction  with  the  LPA,  that  payment 
be  made  directly  to  the  contractor.  The 
voucher  system  will  remove  the 
duplicate  approval  by  the  borrower 
necessary  in  the  past  for  issuance  of 
progress  payments  to  the  contractor. 

With  respect  to  unutilized  loan 
proceeds,  the  Department  wishes  to 
maintain  the  proposed  procedure 
established  for  disbursement  of  funds. 

§  510.88  Inspection,  Monitoring  and 
Progress  Payments 

Comments  were  received  from  six 
localities.  Two  localities  were 
supportive  of  the  flexibility  given  to 
reduce  the  20  percent  holdback  for 
progress  payments  as  presented  in  the 
regulation.  Three  of  the  localities  felt  20 
percent  was  too  high  and  that  a  10 
percent  holdback  should  be  adopted  as 
the  general  rule. 

One  locality  felt  that  cooperatives, 
under  the  special  supervision  of  the 
LPA,  should  be  able  to  draw  down 
reasonable  amounts  of  cash  (5-10 
percent  of  the  loan  amount)  as  advance 
for  prepaying  for  purchases  of  materials. 

In  response  to  the  comments  on  the 
holdback  provisions  for  progress 
payments,  the  Department  has  decided 
to  reduce  the  holdback  to  10  percent. 
However,  the  Department  maintains  the 
requirement  that  payment  should  only 
be  made  for  work  in  place  and  properly 
installed. 

Subpart  F.  Special  Requirements 
Applicable  on  Multifamily  Loans, 
Mixed-Use  Properties  With  More  Than 
Five  Units,  and  Single-Family  Investor- 
Owned  Properties/General. 


§  510.100  General— Multifamily 

One  locality  stated  applications  for 
properties  with  2-4  dwelling  units,  not 
occupied  by  the  owner,  were  ignored. 

No  changes  have  been  made  to  this 
section  in  response  to  the  comment.  The 
requirements  under  this  section  are 
additional  limitations  and  conditions 
imposed  by  statute  for  multifamily 
properties.  HUD  chose  as  a  matter  of 
policy  to  also  impose  the  same 
conditions  on  single  family  investor- 
owners. 

§  510. 102  Rent  Regulatory  Agreement 

Three  comments  were  received  on  the 
Rent  Regulatory  Agreement.  One 
recommended  the  development  of  a 
written  document  with  understandable 
instructions  which  would  be  available  to 
investor-owners  explaining  the  purpose 
of  the  regulation  and  obligations  under 
the  agreement  as  well  as  penalties 
involved  for  violations.  Another 
commenter  still  expressed  confusion 
over  the  requirements  between  the  rent 
increase  formulas  proposed  for  the 
tenant's  “Notice  of  Right  to  Continue  in 
Occupancy”  and  the  landlord's  Rent 
Regulatory  Agreement  formula.  The 
same  commenter  expressed  concern 
over  the  exclusion  of  debt  service  for 
other  rehabilitation  Rnancing  unless  the 
term  is  a  minimum  of  ten  years  for 
purposes  of  calculating  the  return  of 
equity.  Another  commenter  expressed 
concern  about  the  monitoring  of  the  rent 
regulatory  requirement. 

With  regard  to  guidance  on 
completing  the  Rent  Regulatory 
Agreement,  a  guideform,  instructions 
and  detailed  requirements  will  be 
contained  in  the  program  Handbook. 

In  response  to  the  confusion  over  the 
requirements  between  the  Rent 
Regulatory  Agreement  and  the  Notice  of 
Right  to  Continue  in  Occupancy,  please 
refer  to  the  detailed  explanation  in  the 
April  10, 1980  Federal  Register  (45  FR 
24803). 

With  regard  to  exclusion  of  debt  of 
less  than  10  years  in  the  calculation  of 
the  return  of  equity,  the  use  of  short¬ 
term  financing  in  the  calculation  would 
in  most  cases  completely  emasculate  the 
effect  of  the  statutorily  required  rent 
regulatory  agreement.  The  exclusion 
from  the  calculation  of  Hnancing  with 
less  than  10  years  initial  maturity  will 
thus  be  continued. 

§  510.154  Performance  Evaluation 

One  locality  commented  that  under 
paragraph  (a)(4)  careful  review  of  the 
benefiting  population  should  be  made, 
and  clear  sanctions  be  established  to 
ensure  that  at  least  50  percent  of  the 
units  rehabilitated  directly  benebt 


owner-occupants  and  tenants  within  95 
percent  of  the  median  income  of  the 
area. 

There  were  no  changes  made  from  the 
proposed  Regulation.  Localities  are 
mandated  to  give  priority  to  applications 
of  low-  and  moderate-income  persons 
who  are  owner-occupants,  and  to 
applications  from  condominiums  and 
cooperatives  where  the  tenants  are 
primarily  low-  and  moderate-income. 
HUD  feels  that  localities  should  have 
the  flexibility  to  impose  more  stringent 
guidelines  as  long  as  they  are  uniformly 
applied.  The  Department,  of  course,  will 
monitor  local  program  implementation 
and  may  impose  sanctions,  including  a 
reduction  or  withdrawal  of  Section  312 
funding,  if  the  priority  for  low-  and 
moderate-income  borrowers  is  not 
satisfactorily  carried  out. 

§  510. 156  Corrective  and  Remedial 
Sanctions 

One  Area  Office  commented  that 
paragraph  (a)(7)  of  this  Section  should 
clarify  whether  “local  public  funds" 
include  CDBG  funds. 

No  changes  were  made  in  the 
Regulation.  The  phrase  local  public 
funds  is  intended  to  include  (^BG 
funds. 

Summary  of  Final  Rule 

The  Section  312  Loan  Program  has 
evolved  in  its  15  years  of  operation  in  an 
effort  to  be  more  responsive  to  changing 
economic,  social  and  community 
development  objectives.  The  program 
continues  to  be  a  below  market  interest 
rate  loan  program  for  the  rehabilitation 
of  residential,  nonresidential  and  mixed- 
use  property  primarily  for  the  benefit  of 
low-  and  moderate-income  persons  and 
the  revitalization  of  eligible  areas. 

In  order  to  highlight  the  central  issues, 
a  brief  analysis  of  the  regulation's  major 
subparts — priorities,  eligibility 
requirements,  loan  terms  and  conditions, 
loan  processing  and  administration — 
follows: 

(A)  Priorities.  Localities  shall 
administer  the  Section  312  loan  funds  so 
as  to  give  priority  to  applications  by 
low-  and  moderate-income  owner- 
occupants,  and  to  cooperatives  and 
condominiums,  and  to  the  extent 
feasible  to: 

(1)  Minimize  the  displacement  of  low- 
and  moderate-income  persons; 

(2)  Improve  the  housing  of  low-  and 
moderate-income  persons; 

(3)  Conserve  neighborhoods  and 
improve  facilities  which  principally  .. 
beneflt  low-  and  moderate-income 
persons;  and 

(4)  Leverage  conventional  financing. 

Loans  which  do  not  meet  these 

objectives  may  be  made  to  meet  other 
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housing  and  community  objectives  of  a 
locality  participating  in  the  HUD 
Community  Development  Block  Grant 
(CDBG)  Program. 

(B)  Eligibility  Requirements.  For 
localities  receiving  CDBG  Entitlement 
Grants  and  Small  Cities  Grants,  section 
312  loans  will  be  made  in  areas  meeting 
Neighborhood  Strategy  Area  (NSA) 
criteria  or  in  comparable  areas;  in 
categorical  program  areas  under  the 
Urban  Renewal,  Neighborhood 
Development,  and  Code  Enforcement 
Programs;  and  in  section  810  Urban 
Homesteading  areas.  The  final  rule 
broadens  area  eligibility  from  only 
CDBG-NSAs  to  other  comparable  areas 
meeting  the  basic  criterion  in 

§  510.22(a)(1)  and  approved  by  the  Area 
Office,  ^operties  eligible  for 
improvement  include  owner-occupied 
and  investor-owned  residential, 
nonresidential  and  mixed-use  property. 
Applicants  must  be  owners  of  the 
property  to  be  improved;  purchaser 
occupants  of  single-family  property 
under  a  land  sales  contract  or  similar 
instrument;  or  long-term  tenants  of 
nonresidential  property. 

(C)  Terms  and  Conditions.  The  term  of 
a  section  312  loan  may  not  exceed  20 
years  or  three  quarters  of  the  remaining 
economic  life  of  the  structure  after 
rehabilitation,  whichever  is  less. 
However,  the  shortest  term  possible  is 
encouraged  in  order  to  conserve  loan 
funds. 

Interest  rates  on  loans  for  single¬ 
family  properties  are  varied  at  3, 6,  and 
9  percent  depending  on  the  income  of 
the  borrower.  Interest  rates  on  other 
loans  are  at  3  percent.  The  sliding  scale 
interest  rates  are  a  major  policy  ^ange. 

Costs  includable  in  the  loan  are 
primarily  directed  to  activities  which 
will  improve  a  property  to  meet  property 
rehabilitation  standards  (PRS). 

Excessive  general  property 
improvements,  LPA  administrative  costs 
and  development  fees  are  excluded, 
except  in  cases  where  private  financial 
institutions  are  assisting  in  loan 
processing  and  then  a  financial 
institution’s  reasonable  origination  fee  is 
allowed. 

Single  family  reBnancing,  although 
allowed,  is  restricted  in  its  application 
in  order  to  provide  the  majority  of  loan 
funds  for  actual  rehabilitation  work,  and 
then  only  to  applicants  below  95  percent 
of  the  median  income  for  the  area. 
Multifamily  refmancing  is  currently  not 
permitted  although  it  is  statutorily 
permissible.  HUD  believes  that 
multifamily  refinancing  merits  further 
study  prior  to  implementation. 

Activities  of  individuals  administering 
the  program  which  may  be  considered  a 


conflict  of  interest  shall  be  prohibited, 
as  stated  in  §  510.46(1). 

(D)  Other  Federal  Requirements.  A 
locality  will  annually  certify  its 
compliance  with  the  other  Federal 
requirements  applicable  to  the  section 
312  program.  With  regard  to  the  Labor 
Standards,  the  Department  has 
increased  the  dwelling  unit  threshold 
from  eight  to  twelve  for  the  applicability 
of  Davis-Bacon  to  residential  properties. 

Displacement  shall  be  minimized  and 
relocation  beneBts  shall  be  paid  to 
eligible  tenants,  which  may  include 
participation  in  the  section  8  Existing 
Housing  Program. 

(E)  Loan  Processing  and 
Administration.  Localities  participating 
in  the  program  are  generally  responsible 
for  performing  most  loan  processing . 
activities,  as  prescribed  in  these 
regulations.  'The  Department,  in  an  effort 
to  streamline  loan  processing  and 
reduce  local  administrative  costs,  is,  by 
provisions  in  this  rule,  encouraging 
localities  to  cooperate  with  local  lending 
institutions  in  certain  aspects  of 
processing,  including  applicant 
veriBcations  and  loan  underwriting. 

Local  Approval  Authority  is  required 
for  most  jurisdictions  which  have  the 
underwriting  know-how,  especially 
those  which  have  committed  $200,000  or 
more  annually  in  general  use  and/or 
homesteading  funds  over  the  past  two 
years. 

Loans  shall  be  settled  and  funds 
disbursed  after  inspection  and 
assurance  that  adequate  work  has  been 
completed.  The  modified  loan  settlement 
procedure  has  been  deleted  and 
disbursement  procedures  will  be 
described  in  the  Handbook. 

Supplemental  funds  are  required  if  the 
loan  amount  is  insufficient  to  bring  the 
property  up  to  code  standards.  A  5 
percent  (10  percent  for  multifamily  and 
15  percent  on  self-help)  loan 
contingency  factor  is  permitted  in  the 
loan  amount  and  a  10  percent  holdback 
on  progress  payments  to  the  contractor 
is  permitted,  based  upon  Area  Office 
judgment.  Both  the  increased 
contingency  amoimts  and  the  reduction 
in  progress  payment  holdback  are  new 
features  of  the  program. 

Self-help  and  sweat-equity  may  be 
used  in  the  program  but  require  a 
special  agreement  with  the  LPA.  Subpart 
G,  Loan  Servicing  is  reserved  from  the 
proposed  rule  because  it  is  currently 
being  developed  and  will  be  published 
later. 

(F)  Multifamily  Properties.  Multifamily 
projects  must  have  fewer  than  100  units 
except  on  special  approval  of  the  Area 
Office  to  meet  revitalization  or  low-  and 
moderate-income  needs.  In  the 


multifamily  category,  the  Department 
intends  to  provide  section  312  loan 
funds  generally  for  rehabilitation  of 
smaller  properties  of  5  to  20  units.  A  rent 
regulatory  agreement  will  be  required  on 
multifamily  and  single  family  investor- 
owned  properties  to  prevent  excessive 
investor  profit. 

The  LPA  shall  administer  the  program 
properly  according  to  these  regulations 
and  keep  appropriate  records.  HUD  will 
inspect  and  monitor  the  LPA’s 
administration  and  may  impose 
sanctions  for  serious  violations  of 
Federal  requirements,  as  necessary. 

Other  Information:  The  Department 
has  determined  that  an  environmental 
impact  statement  is  not  required  with 
this  rule.  A  copy  of  the  Finding  of  No 
Significant  Environmental  Effect  is 
available  for  inspection  in  the  Office  of 
the  Rules  Docket  Clerk  at  the  address 
provided  above. 

This  rule  is  listed  as  CPD-24-78  in  the 
Department’s  semi-annual  agenda  of 
significant  rules,  published  pursuant  to 
Executive  Order  12221. 

Accordingly,  24  CFR  Part  510  is 
revised  to  read  as  follows: 

PART  510— SECTION  510 
REHABILITATION  LOAN  PROGRAM 
REGULATIONS 

Subpart  A— General 

Sec. 

510.1  Scope  of  regulations. 

510.2  Program  purpose  and  priorities. 

510.4  Definitions. 

510.6  Fund  allocation  system. 

Subpart  B— Eligibility  Requirements 

510.20  General. 

510.22  Eligible  areas. 

510.24  Eligible  properties  and  rehabilitation 
standards. 

510.26  Eligible  applicants. 

Subpart  C— Basic  Loan  Terms  and 
Conditions 

510.30  General. 

510.32  Term  of  loan. 

510.34  Interest  rates. 

510.36  Maximum  and  minimum  loan 
amounts. 

510.38  Costs  includable  in  the  loan. 

510.39  Costs  not  includable  in  a  loan. 

510.40  Refinancing. 

510.42  Note  and  security  instrument. 

510.44  Title  evidence. 

510.46  Standard  terms  and  conditions. 

Subpart  D— Other  Federal  Requirements 

510.50  Program  administration. 

510.52  Relocation/displacement. 

Subpart  E— Loan  Processing  and 
Administration 

510.70  General. 

510.72  Local  approval  authority. 

510.74  Property  appraisal. 
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510.76  Financial  veriHcations. 

510.78  Rehabilitation  contract  development. 
510.80  Borrower  as  contractor. 

510.82  Loan  approval:  required 
determinations. 

510.84  Loan  settlement. 

510.86  Management  of  rehabilitation  escrow 
account. 

510.88  Inspection  monitoring  and  progress 
payments. 

Subpart  F— Special  Requirements  ' 
Applicable  on  Multifamily  Loans,  Mixed  Use 
Properties  With  More  Than  Five  Units,  and 
Single-Family,  Investor-Owned  Properties 

510.100  General — multifamily. 

510.102  Rent  regulatory  agreement. 

Subpart  G— Loan  Servicing 

510.120  General  [Reserved]. 

Subpart  H->Performance  Evaluation  and 
Recordkeeping 

510.150  Records  and  reporting  requirements. 
510.154  Performance  evaluation. 

510.156  Corrective  and  remedial  sanctions. 

Authority:  Section  312  of  the  United  States 
Housing  Act  of  1964,  as  amended  (42  U.S.C. 
1452b],  and  Section  7(d)  Department  of 
Housing  and  Urban  Development  Act  (42 
U.S.C.  3535(d)). 

Subpart  A— General 

§510.1  Scope  of  regulations. 

(a)  Applicability.  The  policies  and 
procedures  in  this  Part  are  applicable  to 
the  administration  of  the  rehabilitation 
loan  program  authorized  by  Section  312 
of  the  Housing  Act  of  1964,  as  amended. 
They  include,  but  are  not  limited  to: 

(1)  Program  policies  and  objectives; 

(2)  Eligible  program  areas  and  within 
the  areas,  eligible  applicants  for 
rehabilitation  loans; 

(3)  Loan  terms  and  conditions; 

(4)  Costs  includable  in  the  loans; 

(5)  Criteria  for  refinancing  housing- 
related  indebtedness  with  rehabilitation 
loans; 

(6)  Loan  approval  criteria  and 
definition  of  acceptable  risk; 

(7)  Procedures  required  prior  to  and 
after  loan  settlement; 

(8)  Loan  servicing; 

(9)  Special  procedures  for  processing 
multifamily  rehabilitation  loans  under 
Section  312;  and 

(10)  Records,  reporting,  performance 
evaluation,  and  corrective  and  remedial 
provisions, 

(b)  Waiver.  The  Secretary  may  waive 
any  provision  of  this  Part  with  respect  to 
any  specifically  identified  Section  312 
loan:  Provided,  That  the  provision 
waived  is  not  required  by  statute, 
judicial  decision,  executive  order,  or  a 
regulation  which  may  not  be  waived  by 
the  Secretary,  Any  such  waiver  may  be 
granted  if  the  Secretary  finds  that  the 


provision  to  be  waived  would,  if  applied 
to  the  loan  in  question,  adversely  affect 
the  achievement  of  the  purposes  of 
Section  312  of  the  Housing  Act  of  1964. 
as  amended. 

§  5 1 0.2  Program  purpose  and  priorities. 

(a)  Purpose.  The  purpose  of  the 
Section  312  Rehabilitation  Loan  Program 
is  to  provide  low  interest  loan  funds  to 
owners  and  eligible  nonresidential 
tenants  of  property  to  finance  the 
rehabilitation  of  such  property.  The 
loans  will  generally  be  made  in 
conjunction  with  other  rehabilitation 
activity,  and  only  in  areas  designated  by 
the  locality  to  receive  concentrated 
public  investment.  The  investment 
should  be  expected  to  result  in  the 
successful  achievement  of  local 
community  development  objectives 
within  a  reasonable  period  of  time. 

These  objectives  may  include  the 
elimination  of  slums  and  blight; 
conservation  or  renewal  of  areas;  and 
the  improvement  of  the  living  conditions 
of  persons  principally  of  low-  and 
moderate-income  by  providing  decent, 
safe,  and  sanitary  housing. 

(b)  Priorities.  In  processing  and 
recommending  or  approving  loans  under 
this  Part,  localities  shall  give  priority,  as 
required  by  Section  312  (a)  of  the 
Housing  Act  of  1964,  to  applications  of 
low-  and  moderate-income  persons  who 
own  the  single-family  property  to  be 
rehabilitated  and  who  will  occupy  such 
property  upon  completion  of  the 
rehabilitation,  and  to  applications  by 
condominiums  and  cooperatives  in 
which  the  residents  are  principally  of 
low-  and  moderate-income.  In  addition, 
localities  shall  administer  to  die  extent 
feasible  the  Section  312  Loan  Program 
so  as  to: 

(1)  Minimize  the  displacement  of  low- 
and  moderate-income  persons; 

(2)  Improve  the  housing  of  low-  and 
moderate-income  persons; 

(3)  Revitalize  or  conserve  low-  and 
moderate-income  areas,  as  described  in 
24  CFR  570.302(d)(2)(i);  and 

(4)  Leverage  conventional  financing. 
Loans  which  do  not  meet  the  foregoing 
priorities  may  be  made  when  necessary 
to  meet  other  community  development 
objectives  of  the  locality  as  described  in 
their  community  development  and 
housing  plan  under  24  CFR  570.304. 

§510.4  Definitions. 

(a)  "Applicant"  meana  one  or  more 
individuals,  corporations,  partnerships 
or  other  legal  entities  which  apply  for  a 
Section  312  loan.  Eligibility  requirements 
for  applicants  are  stated  in  Subpart  B. 

(b)  “Approving  Officer”  means  the 
authorized  HUD  official,  or  the 


individual  so  designated  in  a  local  loan 
approval  agreement  between  the 
locality  and  HUD,  who  approves  or 
disapproves  rehabilitation  loans. 

(c)  “Borrower"  means  one  or  more 
individuals,  corporations,  partnerships 
or  other  legal  entities  which  receive 
approval  of  a  Section  312  loan. 

(d)  “Chief  Executive  Officer”  means 
the  elected  official,  or  legally  designated 
official,  who  has  the  primary 
responsibility  for  the  conduct  of  the 
locality's  Governmental  affairs,  as 
defined  in  24  CFR  570.3(d). 

(e)  “Community  Development  Block 
Grant  Program"  [“CDBG")  means  the 
program  conducted  under  the  provisions 
of  24  CFR  Part  570. 

(f)  “Conventional Financing"  means 
rehabilitation  loan  funds  which  are 
borrowed  from  private  non¬ 
governmental  financial  institutions;  the 
term  does  not  include  any  Federal,  State 
or  local  government-assisted 
rehabilitation  financing  except  for  loans 
provided  under  insurance  programs 
(such  as  FHA  insurance  programs)  and 
loan  guarantee  programs,  which  insure 
or  guarantee  all  or  a  portion  of  the 
private  loan. 

(g)  “Dwelling  Unit"  means  a  , 
residential  space  which  qualifies  under 
the  laws  of  the  State  and  locality  as  a 
place  of  permanent  habitation  or  abode 
for  one  family  or  one  or  more 
individuals,  such  as  an  apartment  or 
house,  which  contains  a  living  room, 
kitchen  area,  bathroom(s)  and 
bedroom(s).  However,  a  dwelling  unit  in 
a  congregate  housing  facility  need  not 
contain  a  kitchen  area  if  dining  facilities 
are  available  within  the  building  or 
housing  complex,  and  a  0-bedroom  unit 
may  have  a  combined  living/bedroom 
area. 

(h)  “General Property  Improvements" 
(CPIs)  means  rehabilitation  work  to 
improve  the  condition  of  the  property 
beyond  the  level  necessary  to  correct 
violations  of  property  rehabilitation 
standards,  to  correct  any  incipient 
violations  and  to  comply  with  Federal 
requirements. 

(i)  “HUD"  means  the  U.S.  Department 
of  Housing  and  Urban  Development. 

(j)  "Incipient  Violation" means  a 
physical  condition  of  a  property  which, 
if  not  repaired,  could  be  expected  to 
deteriorate  within  two  years  into  a 
violation  of  the  Property  Rehabilitation 
Standard  (PRS). 

(k)  “Investor-Owned Property"  means 
property  which  is  residential, 
nonresidential,  or  mixed-use  and  which 
is  not  occupied  by  the  owner,  or  a 
residential  property  with  five  or  more 
dwelling  units  whether  or  not  occupied 
by  the  owner. 
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(1)  “Leveraging”  means  securing 
conventional  Hnancing  to  supplement  a 
Section  312  loan  on  a  specific  property. 

(m)  “Locality”  means  the  unit  of 

general  local  government,  as  defined  in 
the  first  sentence  of  24  570.3(v], 

which  undertakes  participation  in  the 
Section  312  loan  program. 

(n)  “Local  Processing  Agency”  (LPA) 
means  the  agency  designated  by  the 
locality  to  operate  the  Section  312 
Rehabilitation  Loan  Program  for  the 
locality,  as  described  in  Section 
510.70(b)  of  this  Part. 

(o) (l)  “Low- and  Moderate-Income 
Person" means  an  individual  or  family 
whose  income,  adjusted  for  family  size, 
does  not  exceed  the  higher  of  95  percent 
of  the  median  family  income  of  the  area 
or  95  percent  of  the  applicable  Census 
Region  median  family  income.  Income 
statistics  meeting  this  definition  are 
published  by  HUD  pursuant  to  Section 
221(d)(3)  BMIR  of  the  National  Housing 
Act 

(2)  “Low- and  Moderate-Income 
Area  "means,  when  referring  to 
Community  Development  Block  Grant  ■ 
areas  or  categorical  program  areas,  an 
area  in  which  the  median  income  of 
persons  and  families  residing  in  the 
area,  adjusted  for  family  size,  does  not 
exceed  M  percent  of  the  median  income 
for  the  area.  In  determining  income  for 
purposes  of  this  definition,  the 
definitions  of  low-  and  moderate-income 
persons  and  families  which  appear  at  24 
CFR  §  570.3  (o)  and  (p)  shall  be  used. 

(p)  “Median  Income  of  the  Area” 
means  the  median  income  of  persons 
and  families  in  a  standard  metropolitan 
statistical  area  as  established  by  the 
Department  of  Commerce  or,  when 
applicable  to  an  area  outside  a  standard 
metropolitan  statistical  area,  means  the 
median  income  of  persons  or  families, 
residing  in  nonmetropolitan  counties  of 
the  State.  The  income  of  an  applicant, 
borrower,  or  tenant  under  these 
regulations  should  be  compared  to  the 
median  income  of  the  area  for  the 
corresponding  number  of  persons  or  for 
the  family  of  corresponding  size. 

(q)  “Mixed-Use  Property"  means 
property  containing  a  combination  of 
residential  dwelling  units  with  some 
other  use,  such  as  commercial. 

(r)  “Multifamily  Property”  means 
property  devoted  solely  to  residential 
use  and  composed  of  five  or  more 
dwelling  units. 

(s)  “Nonresidential  Property”  means 
property  containing  no  dwelling  units. 

(t)  “Owner”  means  one  or  more 
individuals,  corporations,  partnerships, 
or  other  legal  entities  which  hold  valid 
legal  title  to  the  property  to  be 
rehabilitated. 


(u)  .“Owner-Occupied”  refers  to 
property  devoted  solely  to  residential 
use  containing  one  to  four  dwelling  units 
where  the  owner  lives  in  one  of  the  units 
as  his  or  her  principal  residence. 

(v)  “Principally”  means  more  than  50 
percent  of  the  families  and  persons 
residing  in  a  structure  or  area,  when 
used  in  the  context  of  measuring  benefit 
for  low-  and  moderate-income  persons. 

(w)  “Process"  means  the 
administrative  activities  undertaken  by 
the  locality  and/or  the  LPA  to  assist  the 
applicant  in  applying  for  and  using  a 
Section  312  loan. 

(x)  “Property  Rehabilitation 
Standards”  (PRS)  means  the  State  or 
local  code  standards  and  any  other 
rehabilitation  requirements  established 
by  a  locality,  as  described  in  Section 
510.24(b). 

(y)  “Rehabilitation” means  the 
improvement  or  repair  of  a  structure,  or 
facilities  in  connection  with  a  structure, 
and  may  include  the  provision  of  such 
sanitary  or  other  facilities  as  required 
by  applicable  codes  or  PRS. 

(z)  “Rehabilitation  Management 
Specialist”  means  the  staff  person 
responsible  for  rehabilitation  activities 
in  a  HUD  Area  Office,  including  the 
Section  312  Loan  Program,  who  may  act 
as  the  Approving  Officer  for  Section  312 
loans  not  covered  by  a  local  loan 
approval  agreement  pursuant  to  Section 
510.72. 

(aa)  “Section  312  Rehabilitation  Loan 
Program” means  the  program  described 
in  this  Part  as  authorized  under  Section 
312  of  the  Housing  Act  of  1964,  as 
amended.  It  is  also  variously  called  the 
Section  312  Loan  Program,  the 
rehabilitation  loan  program,  or  just  the 
loan  program  throughout  this  regulation. 

(bb)  “Secretary”  means  the  Secretary 
of  the  Department  of  Housing  and  Urban 
Development  or  his/her  designee. 

(cc)  “Self-Help/Sweat  Equity”  means 
the  undertaking  of  all  or  part  of  the 
actual  physical  rehabilitation  work  on  a 
property  by  the  owner  using  materials 
and  equipment  purchased  with  section 
312  loan  funds. 

(dd)  “Single-Family  Property”  means 
property  devoted  solely  to  residential 
use  and  composed  of  one  to  four 
dwelling  units. 

(ee)  “Supplemental  Financing  ”  means 
any  rehabilitation  financing  necessary 
to  complete  the  rehabilitation  of  a 
property  as  agreed  with  the  borrower  in 
the  rehabilitation  loan  agreement,  in 
addition  to  the  section  312  loan. 
Supplemental  financing  may  be 
obtained  from  any  source,  provided  it  is 
committed  at  loan  settlement  as 
described  in  section  510.86(b). 

(ff)  “Tenant"  means,  (1)  in  the  case  of 
nonresidential  property,  an  individual. 


corporation,  partnership,  or  other  legal 
entity  which  is  occupying  a  structure  or 
part  thereof  under  a  lease;  or,  (2)  in  the 
case  of  a  residential  property,  a  family 
or  individual  which  is  occupying  a 
dwelling  unit  on  the  property,  other  than 
the  owner. 

(gg)  “Underwrite” means  the  positive 
finding  of  financial  soundness  of  the 
loan  as  part  of  the  approval  of  a  section 
312  loan  by  the  signature  of  the 
Approving  Officer  of  a  locality  or  the 
HUD  Rehabilitation  Management 
Specialist,  after  a  careful  analysis  of  the 
applicant’s  creditworthiness;  Ae 
security  available  for  the  loan,  and  a 
certification  of  adherence  to  program 
requirements. 

(hh)  “Violation” a  physical  condition 
in  a  property  which  can  be  identified  as 
below  the  standard  established  by  the 
PRS. 

(ii)  “Work  Write-Up" means  the 
itemization  of  all  rehabilitation  work  to 
be  done  on  a  property,  including  such 
directions  and  specifications  for 
workmanship  and  materials  or 
architectural  plans  and  specifications  as 
may  be  n'ecessary  for  the  job  to  be 
accurately  costed  and  constructed 
properly. 

§  510.6  fund  allocation  system. 

(a)  The  Secretary  will  use  an  annual 
fund  allocation  system  to  distribute 
section  312  funds  which  will  meet  the 
objectives  of: 

(1)  Permitting  an  equitable 
distribution  of  funds  among  localities; 

(2)  Allowing  a  reasonable  degree  of 
certainty  of  funding  within  the  program 
year  so  localities  can  project  fund  use 
and  determine  appropriate  staff  levels; 
and 

(3)  Providing  incentives  for  efficient 
local  section  312  Program  management. 

(b)  The  fund  allocation  system  for 
distributing  section  312  funds  to 
localities  shall  be  based  on  such  factors 
as  a  measure  of  community 
development  and  housing  need,  a 
measure  of  priority  for  rehabilitiation 
and  a  measure  of  capacity  to  use  section 
312  loan  funds.  This  three-part  formula 
shall  be  further  adjusted  by  other 
factors  such  as  a  locality's  level  of  loan 
delinquency,  its  adherence  to  the 
priority  for  funding  applications  from 
low-  and  moderate-income  owner- 
occupants,  and  the  quality  and 
efficiency  of  management  in  the  local 
rehabilitation  loan  program.  Allocations 
to  participating  localities  may  also  be 
based  on  a  measure  of  distress  as 
defined  pursuant  to  24  CFR  570.452.  The 
Department  will  publish  for  information 
by  General  Notice  in  the  Federal 
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Register  its  fund  allocation  system  and 
any  major  revisions  thereto. 

(c)  Allocations  of  funds  to  localities 
by  the  Secretary  pursuant  to  this  section 
are  not  legally  binding  fund 
commitments  of  the  Secretary.  The 
Secretary  has  discretion  to  change  these 
allocations,  including  reducing  them  to 
zero,  if  warranted  by  the  fund  allocation 
system  issuance  or  §  510.156  of  this  Part 

Subpart  B— Eligibility  Requirements 

§  510.20  General. 

This  Subpart  describes  the 
requirements  governing  eligibility  to 
apply  for  a  rehabilitation  loan  under 
section  312  of  the  Housing  Act  of  1964, 
as  amended.  In  general,  these  eligibility 
requirements  relate  to  the  applicant  for 
the  loan;  the  real  property  to  be 
improved;  and  the  area  in  which  the 
property  is  located.  An  application  shall 
not  be  processed  by  the  LPA  unless  the 
LPA  preliminarily  determines  that  the 
loan  will  meet  the  eligibility 
requirements  of  this  Subpart;  however, 
eligibility  under  this  Subpart  does  not 
assure  a  loan  will  be  approved. 

§  510.22  Eligible  areas. 

No  Section  312  loan  shall  be  approved 
or  made  unless  the  property  is  located 
within  one  of  the  eligible  areas 
described  in  this  Section.  Localities 
without  one  of  the  following  areas  are 
not  eligible  for  Secticm  312  lending. 

(a)  Community  Development  Block 
Grant  (CDBG)  Program  Areas. 
Paragraphs  (1)  through  (3)  of  this 
§  510.22(a]  are  applicable  to  loans 
approved  on"or  after  October  1, 1981. 
Paragraph  (4)  is  applicable  to  loans 
approved  after  the  effective  date  but 
prior  to  October  1, 1981. 

(1)  Localities  Receiving  CDBG 
Entitlement  Grants  or  Small  Cities 
Multi-Year  Comprehensive 
Discretionary  Grants.  For  these 
localities,  CDBG-related  areas  shall 
meet  the  following  basic  criterion  to  be 
eligible  for  Section  312  lending.  Such 
areas  shall  be  the  Target  of  CDBG 
assistance  planned  to  result  in  a 
concentration  of  physical  improvements, 
necessary  public  facilities  and  services, 
property  rehabilitation  activities  and 
private  investment  appropriate  to  the 
needs  of  the  area  and  sufficient  to 
produce  substantial  long  term 
improvements  in  living  conditions  in  the 
area  within  a  reasonable  period  of  time. 

(i)  Neighborhood  Strategy  Areas 
(A/S/ls)  identified  in  the  locality’s  HUD- 
approved  3-year  Community 
Development  and  Housing  Plan 
pursuant  to  24  CFR  570.304(b)(l)(i)  are 
deemed  eligible  by  HUD  under  this 
basic  criterion.  In  addition,  a  locality 


may  further  limit  Section  312  loans 
within  NSA’s  to  smaller  target  areas 
which  the  locality  determines  better 
meet  the  basic  criterion  above. 

(ii)  Areas  Comparable  to  NSA 's. 
Localities  may  also  aimually  request  the 
HUD  Area  Manager’s  approval  to  make 
Section  312  loans  in  areas  comparable 
to  NSA’s,  even  though  these  areas  have 
not  been  identified  by  the  locality  and 
approved  by  HUD  as  NSA’s.  'The  HUD 
Area  Manager  may  find  the  area 
designated  by  the  locality  eligible  for 
Section  312  lending,  if  the  Area  Manager 
determines  that  the  area  qualifies  imder 
the  basic  criterion  stated  in  paragraph 
(a)(1)  of  this  section.  In  requesting  and 
approving  areas  for  Section  312  lending 
under  this  authority,  the  locality  and  the 
HUD  Area  Manager  shall  take  into 
account  the  size  of  the  area  in  relation 
to  the  severity  of  its  problems  and  the 
amount  of  resources  that  can  be 
provided,  so  that  the  basic  criterion  can 
properly  be  met 

(iii)  Urban  Development  Action 
Grants  [UDAG)  Projects.  Section  312 
rehabilitation  loans  may  be  approved  to 
support  UDAG  projects,  but  only  if  the 
property  to  be  rehabilitated  is  in  an  area 
described  in  paragraphs  (a)(l)(i)  or  (ii)  of 
this  section. 

(iv)  NSA’s,  and  areas  comparable  to 
NSA’s  (once  found  eligible  under 
paragraph  (a)(l)(ii)),  will  remain  eligible 
for  Section  312  lending  during  the  2-year 
period  following  the  completion  of 
CDBG-assisted  physical  development 
activities  (as  defined  in  24  CFR 
510.201  (e)(l)(i))  unless  the  Area 
Manager,  after  consultation  with  the 
locality,  determines  that  the 
rehabilitation  goals  for  the  eligible  area 
have  been  substantially  carried  out  prior 
to  that  time  or  unless,  as  a  result  of 
performance  evaluation  under  §  510.154 
or  another  basis  for  the  application  of 
sanctions,  the  area  is  declared  ineligible 
by  HUD  pursuant  to  Section  510.156. 

(2)  Localities  Receiving  CDBG  Small 
Cities  One-Time  Comprehensive  or 
Single-Purpose  Discretionary  Grants. 
These  localities  may  annually  request 
the  HUD  Area  Manager’s  approval  to 
make  Section  312  loans  in  areas 
designated  by  the  locality.  The  HUD 
Area  Manager  may  find  the  designated 
areas  eligible  for  Section  312  lending,  if 
the  Area  Manager  determines  that  the 
area  has  property  rehabilitation  and 
coordinated  supporting  activities  similar 
to  those  described  in  the  basic  criterion 
in  paragraph  (a)(1)  of  this  Section, 
althou^  these  areas  may  be  smaller 
and  have  fewer  activities  due  to  the 
more  limited  funding.  Once  found 
eligible,  these  areas  will  remain  eligible 
for  Section  312  lending  for  a  2-year 
period  following  the  end  of  the  program 


year  in  which  the  locality’s  CDBG  fimds 
were  received,  provided  that  the  CDBG 
program’s  rehabilitation  goals  have  not 
been  substantially  carried  out  and  the 
administrative  capacity  to  manage  the 
rehabilitation  effort  is  maintained  by  the 
locality,  in  the  judgment  of  the  HUD 
Area  Manager.  In  addition,  an  area 
found  eligible  under  this  paragraph  may 
be  declared  ineligible  under  Section 
510.156  as  a  result  of  performance 
evaluation  under  Section  510.154  or 
another  basis  for  the  application  of 
sanctions. 

(3)  Determinations  of  area  eligibility 
required  under  paragraphs  (1)  and  (2)  of 
this  §  510.22(a)  shall  be  made 
concurrently  with  environmental 
reviews  required  by  §  510.50(g). 

(4)  For  loans  approved  in  CDBG- 
related  areas  prior  to  October  1, 1981, 
the  LPA  shall  assure  that  the 
rehabilitation  is  part  of  or  necessary  or 
appropriate  to  the  execution  of  the 
locality’s  approved  CDBG  Program. 

(b)  Categorical  Program  Areas.  Loans 
may  be  approved  in  the  following 
categorical  program  areas  provided  they 
are  necessary  to  carry  out  the  original 
objectives  of  the  project  or  to  enable  the 
project  to  be  financially  settled.  No 
loans  may  be  approved  after  a  period  of 
one  calendar  year  from  financial 
settlement  of  a  categorical  project 
unless  the  area  is  also  an  eligible  CDBG 
program  area  as  described  in  paragraph 
(a)  of  this  Section  or  the  loan  is 
necessary  to  meet  express  post¬ 
settlement  activity  conditions  of  the 
financial  settlement.  Eligible  categorical 
program  areas  may  include: 

(1)  Urban  Renewal  Project  Areas 
approved  under  Part  A  of  Title  I  of  the 
Housing  Act  of  1949. 

(2)  Neighborhood  Development 
Program  Areas  (NDPs)  approved  under 
Part  B  of  Title  1  of  the  Housing  Act  of 
1949. 

(3)  Concentrated  Code  Enforcement 
Program  Areas  approved  under  Section 
117  of  the  Housing  Act  of  1949,  as 
amended. 

(c)  Section  810  Urban  Homesteading 
Areas.  Urban  Homesteading  Areas  as 
approved  annually  under  Section  810  of 
the  Housing  and  Community 
Development  Act  of  1974,  as  amended, 
and  24  CFR  Part  590  are  eligible  for 
Section  312  lending.  These  loans  may  be 
for  homesteading  properties  and  for 
other  properties  in  the  homesteading 
area  in  order  to  support  the  overall 
upgrading  of  the  neighborhood. 

(d)  Exceptions.  The  HUD  Area 
Manager  may  authorize  the  approval  of 
a  Section  312  loan  on  a  property  not 
located  in  one  of  the  eligible  areas 
described  in  paragraph  (a),  (b),  or  (c)  of 
this  Section,  if  it  is  determined,  upon  the 
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recommendation  of  the  LPA,  that  the 
loan  is  necessary  or  appropriate  to  the 
execution  of  the  locality’s  approved 
Community  Development  Program. 

§  5 10.24  Eligible  properties  and 
rehabilitation  standards. 

(a)  Condition  prior  to  rehabilitation. 
To  be  eligible  for  Section  312-assisted 
rehabilitation,  a  property  must  be  in 
such  condition  prior  to  rehabilitation 
that  repairs  or  improvements  are 
required  in  order  for  the  property  to 
meet  the  applicable  property 
rehabilitation  standards  for  the  area. 

(b)  Property  rehabilitation  standards 
(PRS).  These  standards  will  be  State  or 
local  code  standards  and  any  other 
rehabilitation  requirements  established 
by  a  locality  in  a  HUD-approved  Urban 
Renewal  Plan  or  Community 
Development  and  Housing  Plan  (24  CFR 
570.304)  for  the  Section  312  eligible 
target  area.  Ih  cases  where  local  codes, 
by  reference  to  new  construction  codes, 
would  require  infeasible  or  unrealistic 
work  items  not  related  to  basic  safety  or 
health  needs,  such  work  need  not  be 
included  in  the  approved  loan.  Where 
local  housing  codes  do  not  exist,  the 
property  after  rehabilitation  shall  meet 
standards  that  approximate,  but  are  no 
more  costly  than  those  standards 
established  by  HUD  for  housing 
rehabilitation,  such  as  the  standards 
cited  in  the  Minimum  Design  Standards 
for  Rehabilitation  for  Residential 
Properties,  HUD  Handbook  4940.4.  In  no 
case,  however,  shall  PRS  be  lower  than 
the  Housing  Quality  Standards  of  the 
Moderate  Section  8  Rehabilitation 
Program  pursuant  to  24  CFR  882.405. 

(c)  Types  of  eligible  properties. 
Eligible  properties  include  properties 
which  are: 

(1)  Owner-occupied  single-family 
residential; 

(2)  Investor-owned  single-family 
residential: 

(3)  Multifamily  residential  containing 
5  to  99  dwelling  units; 

(4)  A  condominium  or  cooperative 
(single-and  multifamily  residential  up  to 
99  units); 

(5)  Nonresidential  where 
rehabilitation  is  required  as  part  of  the 
locality’s  community  or  economic 
development  strategy  under  24  CFR 
570.304  (b)(1)  or  (3),  with  primary 
emphasis  placed  on  neighborhood  scale 
commercial  properties; 

(6)  Mixed-use  (residential  and  non¬ 
residential)  where  rehabilitation  is 
required  as  part  of  the  locality’s 
community  development,  housing  or 
economic  development  strategy  under 
24  CFR  570.304(b)(1),  (2)  or  (3). 

(d)  Exceptions.  A  Section  312  loan 
shall  not  be  approved  on  a  property 


which  also  is  or  will  be  assisted  under 
the  Section  8  Substantial  or  Moderate 
Rehabilitation  Programs  (24  CFR  Parts 
881  and  882)  unless  specifically 
authorized  by  the  Secretary.  Loans  on 
multifamily  properties  of  100  or  more 
units  may  be  authorized  by  the 
Secretary,  pursuant  to  §  510.100  of  this 
Part. 

§  510.26  Eligible  applicants. 

To  be  eligible  for  and  to  receive  a 
Section  312  rehabilitation  loan,  an 
applicant  shall  qualify,  under  one  of  the 
following  categories: 

(a)  Owners.  The  applicant  is  the 
owner  of  an  eligible  property. 

(b)  Land  Contract  Purchasers.  'The 
applicant  is  the  purchaser-occupant  of  a 
single-family  property  under  an 
installment  land  sales  contract  for  the 
acquisition  of  title  to  the  property, 
provided  that  the  following  conditions 
are  met: 

(1)  The  contract  is  a  written  legally 
enforceable  agreement  under  which  the 
purchaser-occupant  has  the  right  to  full 
use,  possession,  and  quiet  enjoyment  of 
the  property; 

(2)  The  owner  of  the  property 
executes  a  mortgage  or  deed  of  trust  to 
secure  the  Section  312  loan;  and 

(3)  an  opinion  of  LPA  Coimsel  is 
obtained  at  loan  settlement  that 
conditions  in  paragraphs  (b)(l)(2)  have 
been  met.  Approvals  of  loans  to 
installment  land  sales  contract 
purchaser-occupants  under  this 
paragraph  (b)  are  subject  to  the 
condition  of  compliance  with  these 
conditions  at  loan  settlement. 

(c)  Tenants  of  Nonresidential 
Property.  Applicant  is  a  tenant  of 
nonresidential  property  or  the 
nonresidential  portion  of  a  mixed-use 
property  (where  the  rehabilitation  work 
to  be  completed  with  the  proceeds  of  the 
loan  relates  solely  to  applicant’s  leased 
premises  and  where  the  remainder  of 
the  property  meets  or  will  meet  PRS  by 
the  time  of  loan  close-out)  under  a  lease 
having  a  remaining  term  at  least  equal 
to  the  term  of  the  Section  312  loan.  In 
addition,  the  owner  of  the  property  shall 
execute  a  mortgage  or  deed  of  trust 
securing  the  Section  312  loan.  Approvals 
of  loans  to  nonresidential  tenants  under 
this  paragraph  are  subject  to  the 
condition  of  compliance  with  the 
preceding  sentence  at  loan  settlement. 

(d)  Urban  Homesteaders.  Applicant  is 
an  urban  homesteader  and  has  executed 
with  the  local  homesteading  agency  a 
conditional  conveyance  and 
homesteader  agreement,  which  meets 
the  requirements  of  24  CFR  590.7(b)(2), 
(3),  (4),  and  (5),  with  respect  to  a  single- 
family  property  located  in  a  HUD- 


approved  urban  homesteading 
neighborhood. 

(e)  Cooperative  or  Condominium 
Associations.  For  loans  to  rehabilitate 
existing  residential  cooperative  or 
condominium  projects,  the  applicant 
shall  be  the  governing  body  of  the 
project’s  cooperative  or  condominium 
association.  The  application  shall 
include  an  opinion,  acceptable  to  LPA 
counsel  and  to  the  Approving  Officer,  of 
a  qualified  attorney-at-law  that  the 
governing  body  is  authorized  by  State 
and  local  law  and  the  organizational 
documents  of  the  cooperative  or 
condominium  to  act  in  accordance  with 
the  application  and  to  agree  to  the  terms 
and  conditions  of  the  loan,  including 
furnishing  security  as  described  in 
§  510.42. 

Subpart  C— Basic  Loan  Terms  and 
Conditions 

§  510.30  General. 

The  purpose  of  this  Subpart  is  to 
provide  the  basic  terms  and  conditions 
applicable  to  Section  312  rehabilitation 
loans. 

§  510.32  Term  of  Loan. 

(a)  Maximum  term.  The  term  of  a 
rehabilitation  loan  shall  not  exceed  20 
years  after  completion  of  rehabilitation, 
or  three-fourths  of  the  remaining 
estimated  economic  life  of  the  structure 
after  rehabilitation,  whichever  is  less.  A 
loan  to  a  tenant  (of  nonresidential 
property  or  the  nonresidential  portion  of 
a  mixed-use  property)  may  not  extend 
beyond  the  unexpired  term  of  the  lease, 
excluding  any  options  to  extend  the 
term  of  the  lease  that  have  not  been 
exercised  prior  to  loan  approval. 

(b)  Minimum  term.  All  Section  312 
loans  shall  be  made  with  the  shortest 
reasonable  term  consistent  with  the 
borrower’s  ability  to  pay  and  the 
maintenance  of  an  acceptable  risk,  as 
determined  pursuant  to  §  510.82. 

§  510.34  interest  rates. 

For  purposes  of  loan  origination, 
interest  rates  on  Section  312  loans  shall 
be  established  according  to  the 
follow'ing  property  and  income 
categories: 

(a)  Types  of  Property.  (1)  For  single- 
famiiy  owner-occupied  properties,  the 
interest  rates  shall  be: 

(i)  3  percent  if  the  borrower’s  annual 
family  income  is  below  120  percent  of 
the  median  income  of  the  area; 

(ii)  6  percent  if  the  borrower’s  annual 
family  income  is  below  200  percent  but 
at/or  above  120  percent  of  the  median 
income  of  the  area; 

(iii)  9  percent  if  the  borrower’s  annual 
family  income  is  at/or  above  200 
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percent  of  the  median  income  of  the 
area;  except  in  cases  where  the  use  of  a 
lower  rate,  not  less  than  6  percent,  is 
necessary  to  achieve  community 
development  objectives  and  is  so 
documented  by  the  LPA  in  the  case  file. 

(2)  For  multifamily  properties, 
investor-owned  single-family  properties, 
mixed-use  properties,  and 
nonresidential properties,  the  interest 
rate  shall  be  3  percent,  regardless  of  the 
borrower’s  or  residents’  incomes. 

(b)  Relationship  of  interest  rates  to 
the  priority  for  low-  and  moderate- 
income  owner-occupants. 
Notwithstanding  the  sliding  scale  of 
interest  rates  based  on  income, 
localities  are  to  comply  with  the  priority, 
as  required  by  Section  312(a)  of  the 
Housing  Act  of  1964,  for  applications 
from  low-  and  moderate-income  persons 
who  own  the  single-family  property  to 
be  rehabilitated  and  who  will  occupy 
such  property  upon  completion  of  the 
rehabilitation,  and  to  applications  by 
condominiums  and  cooperatives  in 
which  the  residents  are  principally  of 
low-  and  moderate-income. 

(c)  Maximum  Interest  Rate. 
Notwithstanding  any  other  provision  of 
this  Section,  the  initial  interest  rate  for  a 
Section  312  loan  shall  not  exceed  the 
average  current  market  yield  on 
outstanding  marketable  securities  of  the 
United  States  with  remaining  periods  of 
maturity  comparable  to  the  terms  of 
loans  made  pursuant  to  Section  312, 
adjusted  to  ^e  nearest  one-eighth  of  one 
percentum.  The  Secretary  will  determine 
when  such  maximum  permissible 
interest  rate  for  Section  312  loans 
necessitates  reduction  of  any  of  the 
interest  rates  prescribed  in  ftis  Section 
and  will  issue  instructions  at  that  time 
to  localities  participating  in  the  Section 
312  Loan  Program. 

§  510.36  Maximum  and  minimum  loan 
amounts. 

(a)  Residential,  The  maximum  loan 
amount  for  a  Section  312  rehabilitation 
loan  on  a  single-family  or  multifamily 
property  shall  not  exceed  the  lesser  of: 

(1)  $27,000  per  dwelling  unit;  or 

(2)  The  total  cost  of  rehabilitation 
(plus  the  cost  of  refinancing  as  defined 
in  §  510.40  of  this  Part  if  applicable);  or 

(3)  An  amount  which  when  added  to 
the  outstanding  indebtedness  related  to 
the  property,  creates  a  total 
indebtedness  which  does  not  exceed  97 
percent  of  the  sum  of  the  as-is  value  of 
the  property  and  the  actual  cost  of 
rehabilitation. 

(b)  Nonresidential.  The  maximum 
loan  amount  for  a  Section  312 
rehabilitation  loan  on  a  nonresidential 
property  shall  not  exceed  the  lesser  of: 

(1)  $100,000;  or 


(2)  The  total  cost  of  rehabilitation;  or 

(3)  An  amount  which,  when  added  to 
the  outstanding  indebtedness  related  to 
the  property,  creates  a  total 
indebtedness  which  does  not  exceed  90 
percent  of  the  estimated  market  value  of 
the  property  after  rehabilitation. 

(c)  Mixed-use. 

In  the  case  of  a  Section  312  loan  on  a 
mixed-use  property,  the  maximum 
rehabilitation  loan  amount  is  the  sum  of 
the  loan  amotmts,  up  to  their  respective 
maximums,  that  may  be  made 
separately  for  the  residential  and 
nonresidential  parts  of  the  property. 

(d)  Minimum  Loan. 

Although  there  is  no  minimum  loan 
amount  requirement,  administration  of 
the  program  should  be  cost  effective. 
Very  small  loans  should  be  carefully 
considered  and  prudent  profession^ 
judgment  used  in  determining  if  loan 
servicing  and  application  processing 
costs  may  be  excessive  in  relation  to  the 
beneHts  provided  by  the  making  of  the 
Section  312  loan.  In  order  to  implement 
cost  effective  loan  processing,  no  loan 
shall  be  made  with  a  monthly  loan 
repayment  of  less  than  $20. 

§  510.38  Costs  Includable  in  the  loan. 

’The  costs  described  in  paragraphs  (a), 

(d),  (e),  (f)  and  (g)  of  this  Section  are 
required  for  inclusion  in  a  Section  312 
rehabilitation  loan,  as  applicable,  while 
the  costs  described  in  the  other 
paragraphs  are  eligible,  within  the 
maximum  loan  amounts  described  in 
Section  510.36. 

(a)  The  actual  cost  of  rehabilitation 
necessary  to  bring  the  property  up  to  the 
property  rehabilitation  standards  (PRS) 
applicable  to  the  eligible  area  in  which 
the  property  is  located. 

(b)  The  cost  of  rehabilitation  to 
correct  or  remove  incipient  violations 
including  all  physical  conditions  of  the 
property  which,  if  not  repaired,  would 
reasonably  be  expected  to  deteriorate 
into  actual  violations  of  PRS  within  2 
years. 

(c)  The  cost  of  general  property 
improvements.  This  includes  the  cost  of 
rehabilitation  necessary  to  put  the 
property  in  a  generally  good  and  readily 
maintainable  condition.  CPIs  shall  not 
be  the  major  focus  of  the  loan,  and  shall 
usually  be  less  than  40  percent  of  the 
cost  of  the  rehabilitation.  Moreover, 
they  may  be  included  only  if  the 
minimum  improvements  required  to 
meet  the  property  rehabilitation 
standards  are  satisfied  first. 

(d)  The  cost  of  rehabilitation  . 
necessary  to  comply  with  environmental 
standards  pursuant  to  §  §  510.50(g)- 
510.50(k). 


(e)  The  cost  of  rehabilitation 
necessary  to  meet  cost  effective  energy 
standards  as  described  in  §  510.50(n). 

(f)  The  cost  of  rehabilitation 
necessary  to  comply  with  requirements 
for  accessibility  by  the  handicapped  as 
described  in  §  510.50(m). 

(g)  The  cost  of  treatment  of  identified 
immediate  lead-based  paint  as  required 
by  §  510.50(1). 

(h)  The  cost  required  to  purchase  a 
relatively  small  parcel  of  adjacent  land 
in  order  to  bring  the  property  into 
conformance  with  local  requirements  for 
minimum  lot  size  and  dimensions. 

(i)  The  cost  of  rehabilitation  to 
convert  a  property  firom  one  economic 
use  to  another,  including,  but  not  limited 
to,  increasing  or  decreasing  the  number 
of  units  in  the  property. 

(j)  'The  cost  of  building  permits  and 
related  fees  required  to  carry  out  the 
proposed  rehabilitation  work. 

(k)  The  cost  of  architectural, 
engineering  or  related  professional 
serAHces  required  in  the  preparation  of 
rehabilitation  plans  and  drawings  or 
write-up  beyond  those  services  normally 
to  be  provided  by  the  LPA  for  the 
category  of  applicant  'These  costs  shall 
not,  as  a  general  rule,  exceed  10  percent 
of  die  total  rehabilitation  costs.  All 
includable  architectural,  engineering  or 
related  professional  services  must  be 
paid  by  the  borrower  if,  for  any  reason, 
the  loan  application  is  not  approved. 

(l)  The  cost  of  processing  and  settling 
the  loan  beyond  those  services  normally 
provided  by  the  LPA,  and  the  costs 
necessary  to  obtain  security  for  the  loan. 
These  costs  may  include  but  are  not 
limited  to: 

(1)  Origination  fee,  if  the  loan  is 
originated  by  a  private  financial 
institution; 

(2)  Credit  reports; 

(3)  Fees  for  title  evidence  acceptable 
to  the  Secretary  under  Section  510.42 
and  reasonable  corrective  title  work  and 
other  related  legal  fees; 

(4)  Fees  for  recordation  and  filing  of 
legal  documents  related  to  the  loan; 

(5)  Current  accruals  for  the  mortgage 
servicer’s  escrow  accoimt; 

(6)  Appraisal  fees;  and 

(7)  Fees  for  an  independent 
rehabilitation  cost  estimate. 

(m)  The  cost  of  emergency  repairs  to 
protect  the  health  and  safety  of  the 
occupants  when  made  in  contemplation 
of  applying  for  a  loan  provided: 

(1)  The  loan  is  subsequently 
approved;  and 

(2)  The  repairs  are  otherwise  eligible 
for  inclusion  in  the  loan.  Should  the  loan 
not  be  approved  or  the  costs  be 
ineligible  for  any  reason,  the  costs  shall 
be  paid  by  the  borrower  fi-om  funds 
other  than  Section  312  funds. 
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(n)  The  cost  of  Interest  paid  on  a 
construction  loan  when  the  Section  312 
rehabilitation  loan  is  used  as  permanent 
financing. 

(o)  The  cost  of  liability  and  worker's 
compensation  insurance  during  the 
construction  period  for  borrowers  acting 
as  their  own  general  contractor,  where 
applicable. 

(p)  A  contingency  reserve  not  to 
exceed  5  percent  of  the  cost  of 
rehabilitation  for  loans  on  single-family 
and  mixed-use  properties  with  fewer 
than  five  dwelling  units  and  not  to 
exceed  10  percent  for  multifamily, 
nonresidential,  and  mixed-use  loans 
with  five  or  more  dwelling  units.  The 
contingency  amount  for  self-help/sweat 
equity  projects  may  be  increased  up  to 
15  percent  as  described  in  §  510.80(a)(5). 

(q)  The  cost  of  reHnancing  an  existing 
debt  secured  by  the  property  to  be 
rehabilitated,  provided  it  is  within  the 
prescribed  loan  limits,  and  the  property 
is  to  be  used  for  single-family  residential 
purposes  after  rehabilitation  (see 

§  510.40  for  particular  refinancing 
requirements). 

(r)  The  cost  of  interest,  taxes,  and 
insurance  payments  if  necessary  during 
construction  under  the  loan  settlement 
procedures  described  in  §  510.84. 

§  510.39  Costs  not  includable  in  a  loan. 

The  cost  of  the  following  items  are  not 
eligible  to  be  financed  by  a  Section  312 
loan: 

(a)  The  costs  of  administering  the  loan 
program  by  the  locality.  Ineligible  costs 
include  any  type  of  application  fee  paid 
to  the  locality  or  the  LPA,  inspection 
fees  (except  for  applications  for  loans 
over  $27,000  on  investor-owned  or 
multifamily  property  where  the  LPA  can 
require  the  applicant  to  have  a  work 
write-up  prepared  by  an  outside  source), 
and  staff  or  administrative  overhead 
costs. 

(b)  Work  so  extensive  as  to  be 
equivalent  to  new  construction  or 
reconstruction  of  the  property.  (This 
does  not  exclude  so-called  “gut” 
rehabilitation  of  a  property  if  necessary 
in  part  to  meet  local  property 
rehabilitation  standards.) 

(c)  Excessive  general  property 
improvements  which  are  inconsistent 
with  requirements  described  in  §  510.38. 

(d)  The  repair  or  construction  of 
swimming  pools,  but  not  the  cost  to  fill 
in  or  eliminate  a  pool  from  the  property. 

(e)  Rental  marketing  costs. 

(f)  Development  fees. 

(g)  Costs  associated  with 
conventional  or  Government 
rehabilitation  loans  which  are  used  in 
tandem  with  Section  312  loans,  such  as 
interest,  settlement  costs,  and  loan  fees. 


(h)  Materials,  fixtures,  equipment,  or 
landscaping  of  a  typa  or  quality  which 
substantially  exceeds  that  customarily 
used  in  the  locality  for  properties  of  the 
same  general  type  as  the  property  to  be 
rehabilitated. 

(i)  Purchase,  installation,  or  repair  of 
furnishings  or  trade  fixtures. 

(j)  Costs  of  acquiring  the  property  to 
be  rehabilitated,  except  as  stated  in 

§  §  510.38(e)  (necessary  small  parcels) 
and  510.40(b)(1)  (refinancing  eligible 
land  sales  contracts). 

(k)  Payment  of  back  taxes  owed  by 
the  borrower. 

(l)  Funds  to  pay  the  borrower  or 
family  members  for  their  labor. 

§  510.40  Refinancing. 

(a)  Includable  costs.  In  accordance 
with  the  criteria  in  paragraph  (b)  of  this 
Section,  a  Section  312  loan  may  be  used 
to  refinance  an  existing  debt  secured  by 
the  property  to  be  rehabilitated 
including; 

(1)  The  unpaid  principal  and  accrued 
interest  on  a  mortgage,  deed  of  trust,  or 
similar  instrument  or  the  balance  due 
under  a  land  sales  contract  eligible  for 
refinancing  under  (b)(1)  of  this  Section; 
and 

(2)  Termination  fees,  prepayment 
penalties,  revenue  stamps,  or  taxes 
required  in  connection  with  the  release 
or  renewal  of  a  mortgage  or  the  transfer 
of  title. 

(b)  Criteria.  Refinancing  shall  be  used 
only  as  a  last  resort  when  the  additional 
costs  of  CDBG  rehabilitation  or  Section 
312  rehabilitation  assistance  results  in  a 
total  housing  expense  which  will  be 
unaffordable  by  the  borrower  and  the 
loan  is  considered  vital  to  the 
revitalization  of  the  neighborhood. 
Moreover,  refinancing  shall  be  used  only 
when  all  other  means  of  financing  the 
needed  rehabilitation  have  proved 
infeasible,  including  direct  Section  312 
financing  without  refinancing,  CDBG 
funded  rehabilitation  programs,  and 
other  public  or  private  financing. 
Refinancing  shall  only  be  allowed  when 
the  following  specific  criteria  are  met: 

(1)  The  applicant  must  own  and 
occupy  the  property;  or  be  the 
purchaser-occupant  under  a  written  land 
sales  contract,  as  described  in 

§  510.26(b)(1),  which  has  been  in  effect 
for  at  least  180  days  prior  to  application. 

(2)  The  applicant’s  monthly  principal 
and  interest  payments  for  the  Section 
312  loan,  any  supplementary 
rehabilitation  loan  and  the  monthly 
payments  on  existing  debt  secured  by 
the  property  must  result  in  total  monthly 
payments  for  principal  and  interest  that 
would  exceed  20  percent  of  the 
applicant's  average  monthly  income. 


(3)  Applicant’s  income  must  not 
exceed  95  percent  of  the  median  income 
for  the  area. 

(4)  The  property  must  be  a  single¬ 
family  property. 

(5)  The  actual  cost  of  the 
rehabilitation  shall  represent  at  least  30 
percent  of  the  total  loan  amount. 

Further,  only  those  repairs  required  to 
be  included  in  the  loan  pursuant  to 

§  510.38  shall  be  included  in  the  30 
percent  rehabilitation  portion  of  the 
loan. 

(6)  The  cost  of  refinancing,  when 
added  to  the  cost  of  rehabilitation,  shall 
not  exceed  the  loan  limits  under 

§  510.36. 

(7)  Refinancing  shall  only  be 
permitted  for  indebtedness  which  can  be 
documented  as  having  resulted  from 
housing  related  items  such  as  a  home 
improvement  loan.  Indebtedness  from 
personal  liabilities,  bill  consolidations, 
business  ventures,  and  family  recreation 
is  not  eligible  for  refinancing. 

(8)  All  existing  debts  secured  by  the 
property  need  not  be  refinanced. 
However,  those  that  are  refinanced  must 
be  refinanced  in  their  entirety. 

(c)  The  LPA  will  include  in  the  loan 
file  documentation‘supporting  its 
determination  that  refinancing  met  the 
criteria  of  this  Section. 

§  5 1 0.42  Note  and  security  instrument. 

(a)  Note.  All  Section  312  loans  shall 
be  evidenced  by  a  promissory  note 
executed  by  the  borrower  in  the  form 
prescribed  by  HUD  for  use  in  the 
jurisdiction  in  which  the  property  to  be 
rehabilitated  is  located.  In  addition  to 
any  other  provisions  prescribed  by  the 
Secretary,  the  note  shall  have  the 
following  characteristics: 

(1)  The  principal  amount  shall  be  the 
amount  of  the  Section  312  loan. 

(2)  The  interest  rate  shall  be 
established  in  accordance  with  §  510.34. 

(3)  The  note  shall  provide  for  late 
charges,  in  the  amount  prescribed  by 
HUD. 

(4)  The  term  of  the  borrower’s 
obligation  to  repay  shall  be  established 
in  accordance  with  §  510.32. 

(5)  The  note  shall  provide  for  monthly 
payments  to  amortize  the  principal  of 
the  loan  and  the  interest  which  will 
accrue  over  its  term. 

(6)  The  note  shall  provide  that  all 
payments  under  the  note  shall  be 
credited  first  to  interest  due,  then  to 
principal  due,  and  any  remaining 
balance  is  to  be  applied  to  late  charges, 
if  any,  before  crediting  to  prepayment  of 
the  loan. 

(b)  Security  Instrument.  All  Section 
312  loans  shall  be  secured  by  a  lien, 
evidenced  by  a  security  instument 
(mortgage  or  deed-of-trust,  and/or  any 
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other  instrument  necessary  under 
applicable  law]  in  the  form  prescribed 
by  HUD  for  use  in  the  jurisdiction,  upon 
the  property  to  be  rehabilitated  with  the 
Section  312  loan.  The  security 
instrument  may  contain  such  provisions 
as  the  Secretary  deems  necessary  for 
the  protection  of  the  Secretary’s  security 
interest,  including  provision  for  monthly 
escrow  payments  by  the  borrower  to  the 
Secretary  in  the  amount  estimated  by 
the  Secretary  to  be  necessary  to  pay 
when  due: 

(1)  Ground  rents,  if  any; 

(2)  Property  taxes  and  special 
assessments,  if  any;  and 

(3)  Fire  and  extended  coverage,  flood 
(if  applicable),  and  any  other  hazard 
insurance  premiums  required  by  the 
Secretary  to  be  paid  by  the  borrower. 

§  510.44  Title  evidence. 

(a)  Responsibility  of  Borrower  and 
LPA.  The  borrower  is  responsible  for 
providing  evidence  of  title  acceptable  to 
the  Secretary  under  this  Section  as  a 
condition  of  approval  and  settlement  of 
the  borrower’s  Section  312  loan.  The 
LPA  may  assist  the  borrower  in 
obtaining  acceptable  title  evidence.  The 
cost  of  acceptable  title  evidence  is 
eligible  for  inclusion  in  ^e  approved 
loan  amount  under  |  510.38(i).  The  LPA 
is  responsible  to  the  Secretary  for 
reviewing  the  title  evidence  prior  to  loan 
approval  and  at  loan  settlement  in  order 
to  assure  the  Secretary  that  the 
borrower’s  title  to  the  property  (except 
as  stated  in  paragraph  (d)  of  this 
Section]  and  the  title  evidence  meet  the 
requirements  of  this  Section  and  in 
order  to  assist  the  LPA  in  making  the 
determination  of  acceptable  risk 
required  by  Section  510.82. 

(b]  Acceptable  Types  of  Title 
Evidence. 

(1]  For  loans  over  $27,000,  the 
following  types  of  title  evidence  are 
acceptable  to  the  Secretary: 

(i]  Mortgagee’s  Title  Policy.  A 
mortgagee’s  policy  of  title  insurance 
issued  by  a  title  company,  duly 
authorized  by  law  and  qualibed  by 
experience  to  issue  such  policies.  The 
policy  shall  be  drawn  in  favor  of  the 
"United  States  of  America,  acting  by 
and  through  the  Secretary  of  Housing 
and  Urban  Development,  and  successors 
and  assigns.” 

(ii]  Abstract,  Legal  Opinion  and/or 
Attorney’s  Certificate  of  Title.  An 
abstract  of  title  prepared  by  a  company 
or  individual  engaged  in  the  business  of 
preparing  abstracts  of  title  and 
accompanied  by  a  legal  opinion  as  to 
the  quality  of  such  title,  or  an  abstract 
and  Attorney’s  Certificate  of  Title,  or  an 
Attorney’s  Certificate  of  Title,  in  each 


case  signed  by  an  attomey-at-Iaw 
experienced  in  examination  of  titles. 

(iii]  Torrens  or  Similar  Certificate.  A 
Torrens  or  similar  certificate  of 
registered  title,  where  available. 

(2]  For  loans  at  or  under  $27,000,  the 
forms  of  title  evidence  described  in 
paragraph  (b](l]  are  acceptable,  and 
such  other  forms  of  title  evidence  as  the 
HUD  Area  Office  may  approve  on  a 
locality-by-locality  or  State-by-State 
basis  are  acceptable. 

(c]  Coverage  of  Title  Evidence: 
Acceptability  of  Title.  Evidence  of  title 
obtained  by  the  LPA  prior  to  loan 
approval  shall  be  updated  to  the  date  of 
recordation  of  the  Secretary’s  security 
instrument  after  loan  settlement.  The 
LPA  is  responsible  for  determining  that, 
according  to  such  title  evidence  as  of 
such  date,  the  borrower  has  good  and 
marketable  title  to  the  security  property 
based  on  the  public  records  (except  as 
stated  in  paragraph  (d]  of  this  Section], 
subject  only  to  such  liens  and 
encumbrances  as  are  approved  by  the 
LPA  and  the  Approving  Officer  as  part 
of  the  determination  of  acceptable  risk 
required  under  §  510.82.  As  part  of  such 
review  and  approval  of  the  condition  of 
title,  the  LPA  may  consider  any  of  the 
title  conditions  listed  in  24  CFR 
203.389(a]-(n](3]  acceptable  without 
specific  comment:  any  other  prior  and 
subordinate  liens  and  encumbrances 
shall  be  specifically  listed  in  the 
approved  Section  312  loan  application. 
The  Section  312  loan  may  be  in  a 
subordinate  lien  position  as  long  as  the 
LPA  and  Approving  Officer  determine 
the  loan  to  be  an  acceptable  risk  under 
§  510.82. 

(d]  Borrowers  Who  Are  Not  Owners. 
Where  loans  are  made  to  land  sales 
contract  purchasers  pursuant  to 

§  510.26(b]  or  nonresidential  tenants 
pursuant  to  §  510.26(c],  the  requirements 
of  this  Section  as  to  title  evidence  are 
applicable  to  the  title  of  the  seller  under 
the  land  sales  contract  or  the  owner  of 
the  property  leased  to  the  nonresidential 
tenant,  which  seller  or  owner  must  join 
in  the  Section  312  mortgage  pursuant  to 
§§  510.26(b](2]  and  510.26(c], 
respectively. 

§  510.46  Standard  temts  and  conditions. 

A  Section  312  loan  shall  be  subject  to 
such  additional  terms  and  conditions  as 
may  be  prescribed  by  HUD  in  the  loan 
documents,  including  but  not  limited  to, 
the  application,  the  rehabilitation  loan 
agreement,  promissory  note,  security 
instruments,  rent  regulatory  agreement 
(if  any],  and  any  other  documents  that 
may  be  executed  by  or  furnished  to  the 
borrower  at  HUD’s  direction  in 
connection  with  the  loan.  Without 
limiting  HUD’s  authority  to  require 


additional  terms  and  conditions,  a 
Section  312  loan  shall  be,  at  a  minimum, 
subject  to  the  following  conditions: 

(a]  Use  of  Funds.  The  borrower  shall 
agree  to  use  the  loan  proceeds  only  for 
the  approved  purposes  of  the  loan. 

(b]  Term.  The  borrower  shall  agree  to 
the  loan  amount,  term,  interest  rate,  and 
repayment  schedule;  and  LPA 
administered  loan  settlement, 
disbursement,  and  closeout  procedures. 

(c]  Expediting  Work.  The  borrower 
shall  agree,  to  the  maximum  extent 
feasible,  to  carry  out  all  of  the 
rehabilitaion  work  promptly  and 
efficiently,  either  personally  or  under 
written  contract  within  the  time  period 
specified  in  the  rehabilitation 
agreement. 

(d]  Unacceptable  Contractors.  The 
borrower  shall  agree  not  to  award  any 
contract  for  work,  material  or  services 
to  any  contractor  or  subcontractor 
judged  unacceptable  by  HUD,  whether 
paid  for  in  whole  or  part  by  Section  312 
loan  proceeds. 

(e]  Inspections.  The  borrower  shall 
agree  to  allow  inspections  of  the 
property,  the  rehabilitation  work,  and  all 
contracts,  materials,  equipment, 
payrolls,  conditions  of  employment,  and 
relevant  records  and  data  by  HUD  or 
LPA  staff  or  their  designee. 

(f]  Records.  'The  borrower  shall  agree 
to  keep  such  records  for  such  a  period 
as  is  required  by  HUD  and  shall  make 
them  available  for  inspection  upon 
appropriate  notice. 

(g]  Other  Federal  Requirements.  The 
borrower  shall  agree  to  ensure  the 
enforcement  of  all  requirements  of 
applicable  Federal  law  and  regulations, 
including  Equal  Opportunity  and  Labor 
Standards  Requirements. 

(h]  Security  Maintenance.  The 
borrower  shall  agree  to  preserve  the 
security  of  the  loan  by  proper  property 
maintenance  and  the  retention  of  hazard 
or  other  forms  of  property  insurance, 
and  not  to  sell,  lease  or  transfer  the 
property  without  repayment  of  the  entire 
loan,  except  with  the  consent  of  HUD. 

(i]  Termination.  The  borrower  shall 
agree  that  HUD  shall  have  the  right  to 
cancel  and  terminate  the  Section  312 
loan  by  written  notice  to  the  borrower  if 
rehabilitation  work  has  not  commenced 
within  60  days  of  the  execution  of  the 
promissory  note,  if  work  is  not 
continued  with  due  diligence  after 
commencement,  if  the  rehabilitation 
work  is  not  completed  within  the  time 
specified  in  the  rehabilitation  loan 
agreement  or  if  the  property  is 
abandoned. 

(j]  Repayment.  The  borrower  shall 
agree  that  any  part  or  the  entire  amount 
of  indebtedness  under  the  note  and 
security  instrument  shall  be  due  and 
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payable  immediately  without  notice 
upon: 

(1)  The  appointment  of  a  receiver  or 
liquidator  for  the  property; 

(2)  The  niing  of  a  petition  of  ■ 
insolvency  under  the  Bankruptcy 
Reform  Act  of  1978  as  amended,  or 
similar  State  law; 

(3)  The  making  of  an  assigiunent  for 
the  benefit  of  the  borrower's  creditors; 

(4)  The  divestiture^r  sale  of  the 
property,  including  sale  or  divestiture  of 
equitable  ownership  of  the  property 
through  land  sales  conbact  or  similar 
mechanism; 

(5)  The  substantial  destruction  of  the 
property  or  improper  or  poor 
maintenance  which  may  seriously 
impair  the  value  of  the  property; 

(6)  The  death  or  legal  incapacity  of  the 
borrower  prior  to  completion  of  the 
rehabilitation  work;  or 

(7)  Default  by  the  borrower. 

(k)  Bonus,  Commission  or  Fee,  The 
borrower  shall  not  pay  any  bonus, 
commission  or  fee  to  HUD,  the  locality, 
or  the  LPA  for  the  customary  processing 
of  a  loan  including  the  preparation  of 
work  write-ups  and  cost  estimates, 
approval  of  the  loan,  or  any  concurrence 
required  to  complete  the  rehabilitation 
work. 

(l)  Conflict  of  Interest.  (IJ  The 
borrower  shall  agree  that  no  Member  of 
Congress  of  the  United  States  and  no 
Resident  Commissioner  shall  be 
permitted  to  share  the  proceeds  and 
benefits  of  the  loan. 

(2)  The  following  persons  shall  not  be 
eligible  for  Section  312  loans  and  shall 
have  no  interest  in  the  proceeds  of  the 
loan  or  any  contract  for  work,  supplies, 
or  services,  financed  in  whole  or  part 
with  loan  proceeds: 

(i)  Members  of  the  governing  body  of 
the  locality; 

(ii)  Members  of  the  governing  body  of 
the  LPA;  and 

(iii)  Any  officer  or  employee  of  the 
LPA  who  exercises  any  function  or 
responsibility  in  connection  with  the 
administraticm  of  a  Section  312  loan 
program. 

(3)  HUD  employees  above  a  GS-9 
•level  shall  not  be  eligible  for  Section  312 
loans  nor  shall  they  have  any  interest  in 
the  proceeds  of  the  loans  or  any 
contract  for  work,  supplies,  or  services, 
financed  in  whole  or  part  with  loan 
proceeds. 

Subpart  D — Other  Federal 
Requirements 

§  510.50  Program  Administration. 

The  Section  312  Rehabilitation  Loan 
Program  shall  be  administered  in 
compliance  with  all  applicable  Federal 
statutes  and  regulations  as  they  may  be 


amended  from  time  to  time  including, 
but  not  limited  to,  those  cited  in  this 
Subpart  The  Chief  Executive  Officer  of 
each  locality  participating  in  the  Section 
312  loan  program  shall  submit  to  HUD 
each  year  a  certificate,  in  the  form 
prescribed  by  HUD,  that  the  locality  will 
administer  the  program  in  compliance 
with  the  provisions  of  the  Federal 
statutes  and  regulations  cited  in  this 
Subpart. 

(a)  Truth-in-Lending.  The  Truth-in- 
Lendmg  Act  (15  U.S.C.  1601,  et  s^q.)  and 
12  CFR  Part  226  (Regulation  Z),  require 
that  borrowers  in  consumer  credit 
transactions  be  vested  with  certain 
rights  and  protections  in  connection 
with  the  transaction  and  receive 
specified  written  information  from  their 
lenders.  The  disdosures  must  be  made 
before  credit  is  extended  and  before  the 
borrower  becomes  obligated  in 
connection  with  the  transactions.  The 
amount  of  credit  that  the  borrower  will 
have  for  his/her  actual  use  nnist  be 
disclosed  as  well  as  the  finance  charge, 
expressed  both  as  a  dollar  amount  and 
as  an  Annual  Percentage  Rate  (APR).  In 
addition,  if  a  borrower's  loan  is  secured 
by  a  lien  on  his/her  residence,  the 
borrower  is  allowed  3  days  to  rescind 
the  transaction.  The  disdosure 
provisions  of  the  Truth-in-Lending  Aot 
apply  only  to  loans  on  residential  and 
mixed-use  property  containing  one  to 
four  dwelling  units  where  the  borrower 
is  a  person,  as  opposed  to  a  corporation, 
partnership  or  other  legal  entity.  The 
rescission  provision  of  the  Truth-in- 
Lending  Act  applies  only  to  loans, 
secured  by  a  mortgage  or  deed  of  trust, 
on  residential  or  mixed-use  property 
containing  one  to  four  dwelling  units 
where  the  borrower  is  a  person  who  will 
reside  in  the  property  following 
rehabilitation. 

(b)  Real  Estate  Settlement.  The  Real 
Estate  Settlement  Procedures  Act  of 
1974  (RESPA)  (12  U.S.C.  2601,  et  seq.],  as 
amended,  and  regulations  (24  CFR  Part 
3500)  require  that  for  the  refinancing  of  a 
land  sales  contract  for  title  acquisition 
the  lender  (HUD)  sViall  provide  the 
borrower  with  a  Special  Information 
Booklet  and  a  good  faith  estimate  of  the 
amount  or  range  for  each  charge  for 
specific  settlement  services  that  the 
borrower  is  likely  to  incur  in  connection 
with  the  settlement.  The  good  faith 
estimate  must  be  developed  and 
presented  on  a  form  in  accordance  with 
24  CFR  3500.7-3500.8.  Both  the  booklet 
and  the  estimate  shall  be  provided 
within  3  days  of  receipt  of  a  written  loan 
application.  The  Uniform  Settlement 
Statement  (HUD-1)  shall  be  used  at 
settlement  and  an  opporhmity  to  inspect 
the  statement  one  business  day  prior  to 


settlement  shall  be  afforded  the 
borrower  upon  request. 

(c)  Flood  Insurance.  (l)  The  National 
Flood  Insurance  Act  of  1968  (42  U.S.C. 
4001,  et  seq.)  and  regulations  (44  CFR 
Part  59,  et  seq.)  require  that  Section  312 
loan  funds  shall  not  be  expended  for 
rehabilitation  of  property  located  in  an 
area  which  has  been  identified  for  a 
period  of  more  than  one  year  by  the 
Director,  Federal  Emergency 
Management  Agency  (FEMA),  as  having 
special  flood  hazards,  if  the  locality  in 
which  such  area  is  located  has  been 
determined  by  the  Director,  FEMA,  to  be 
in  noncompliance  with  the  National 
Flood  Insurance  Program  pursuant  to  42 
U.S.C.  4105(d). 

(2)  When  the  locality  has  not  been  so 
determined  to  be  in  noncompliance  with 
the  National  Flood  Insurance  Program, 
Section  312  loans  may  be  approved  for 
the  rehabilitation  of  properties  located 
in  identified  special  flood  hazard  areas, 
subject  to  the  mandatory  purchase  of 
flood  insurance  as  required  by  42  U.S.C. 
4012(a). 

(d)  Freedom  of  Information  and 
Privacy  Acts.  (1)  Freedom  of 
Information  Act.  HUD  procedures 
governing  requests  by  members  of  the 
public  for  records  and  information  and 
standards  for  disclosure  of  such  records 
or  information  under  the  Freedom  otf 
Information  Act  (5  U.S.C.  552)  are 
contained  in  24  CFR  Part  15.  These 
procedures  and  standards  apply  to  the 
production  and  disclosure  by  HUD 
officials  of  records  and  information  in 
HUD's  custody  concerning  the  Section 
312  Loan  Program.  Requests  by  members 
of  the  public  to  state  or  local  officials  for 
records  or  information  in  custody  of  the 
locality,  the  LPA,  or  any  private 
individual  or  organization  under 
contract  with  the  locality  or  the  LPA  to 
exercise  any  responsibilities  in 
connection  with  the  Section  312  Program 
(hereinafter  in  this  Section  collectively 
referred  to  as  “local  custody”)  are 
governed  by  State  and  local  law,  except 
as  otherwise  provided  in  paragraph  (3) 
of  this  §  510.50(d), 

(2)  Privacy  Act.  Information 
maintained  by  HUD  or  in  the  custody  of 
any  private  organization  in  a  contractual 
relationship  with  HUD  (such  as  a  loan 
servicer)  w'hich  is  retrievable  by  the 
name  or  other  identifier  of  a  Section  312 
loan  applicant  or  borrower  is  subject  to 
the  provisions  of  the  Privacy  Act  of  1974 
(5  U.S.C.  552a)  and  HUD's  regulations  at 
24  CFR  Pert  16.  The  Privacy  Act  and 
regulations  concern  the  collection, 
maintenance  and  disclosure  of  HUD's 
records,  although  the  disclosiu'e  of 
information  required  to  be  released 
under  the  Freedom  of  Information  Act 
does  not  violate  the  Privacy  Act,  Other 
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disclosures  authorized  under  the  Privacy 
Act  are  set  forth  in  5  U.S.C.  552a(b]. 
Section  312  records  or  information  in 
local  custody  are  not  subject  to  the 
Privacy  Act  of  1974. 

(3)  HUD  Requirements. 
Notwithstanding  the  inapplicability  of 
the  Freedom  of  Information  and  Privacy 
Acts  to  records  or  information 
concerning  the  Section  312  loan  program 
in  local  custody,  it  is  HDD's  policy 
under  the  Section  312  loan  program  that 
State  and  local  officials  shall  not  permit 
the  release  of  any  records  or 
information  concerning  any  applicant  or 
borrower  that  would  constitute  a 
“clearly  unwarranted  invasion  of 
personal  privacy”  within  the  meaning  of 
5  U.S.C.  552(b)(6).  In  applying  this 
standard,  HUD  officials  may  release 
from  HUD  custody  pursuant  to  24  CFR 
Part  15,  and  HUD  does  not  object  if 
State  and  local  officials  release  from 
local  custody,  the  following  information 
concerning  Section  312  program 
participants: 

(1)  The  name  of  the  borrower  or 
applicant; 

(ii)  The  address  of  the  property 
rehabilitated  or  to  be  rehabilitated;  and 

(iii)  The  proposed  or  actual  amount  of . 
the  loan. 

(e)  Right  to  Financial  Privacy  Act.  (1) 
General.  In  accordance  with  the  Right  to 
Financial  Privacy  Act  (12  U.S.C.  3401,  et 
seq.),  HUD,  any  locality  or  LPA,  or  any 
person  or  organization  acting  for  HUD, 
the  locality,  or  the  UPA  under  contract 
shall  comply  with  this  Section  in 
obtaining  financial  records  or 
information  from  any  financial 
institution,  as  defined  in  12  U.S.C.  3401, 
concerning  any  individual  or  any 
partnership  of  five  or  fewer  individuals 
(called  a  "covered  partnership”  in  the 
remainder  of  this  Part)  in  connection 
with  any  Section  312  loan. 

(2)  Financial  Records  of  Applicants  ar 
Assignees:  "Notice  to  Applicant." 'Vh.e 
LPA  or  locality  which  processes  the 
application  for  any  Section  312  loan  to 
one  or  more  individuals  or  covered 
partnerships  shall  give  each  individual 
applicant  or  partner  a  “Notice  to 
Applicant”  in  the  form  prescribed  by 
HUD  prior  to  attempting  to  obtain 
financial  records  or  information  from  a 
financial  institution  about  such 
individual,  partner,  or  covered 
partnership.  Similarly,  the  LPA,  HUD  or 
any  loan  servicer  acting  for  HUD  under 
contract,  shall  give  a  “Notice  to 
Applicant”  to  any  individual  or  partner 
of  a  covered  partnership  which  applies 
to  assume  a  Section  312  loan.  The 
“Notice  to  Applicant”  advises  the 
person  or  covered  partnership  to  whom 
it  is  given  of  HUD’s  rights  of  access  to 
financial  records  held  by  financial 


institutions  concerning  such  person  or 
partnership  in  connection  with  the 
Section  312  loan.  No  further  Notice  shall 
be  required  for  subsequent  access  to 
that  person’s  or  partnership’s  financial 
records  during  the  term  of  the  loan  by 
HUD,  the  locality,  the  LPA,  or  the  loan 
servicer. 

(3)  Financial  Records  of  Others: 
"Customer  Authorization. "  Financial 
records  or  information  shall  not  be 
obtained  in  connection  with  a  Section 
312  loan  from  a  financial  instituiton 
concerning  any  individual  or  any 
covered  partnership  which  has  not 
applied  to  receive  or  assure  a  Section 
312  loan,  imless  a  “Customer 
Authorization,”  in  the  form  prescribed 
by  HUD,  is  obtained  as  described  in  this 
paragraph.  The  Customer  Authorization 
must  be  signed  and  dated  by  the 
individual  or  covered  partnership  whose 
financial  records  are  sought  and  must  be 
delivered  to  the  financial  institution, 
before  disclosure  of  the  financial 
records  identified  therein  is  permitted.  A 
new  Customer  Autorization  is  required 
when  additional  records  are  sought  fibm 
the  financial  institution  after  expiration 
or  outside  the  scope  of  the  original 
Customer  Authorization.  A  Customer 
Authorization  is  revocable  by  its  issuer 
at  any  time  prior  to  disclosure  of  the 
records  sought.  Examples  of  when 
Customer  Authorizations  may  be 
needed  in  the  Section  312  Program  are  to 
evaluate  the  credit  worthiness  of 
potential  personal  guarantors  of  a  loan 
or  in  evaluating  potential  contractors. 

(4)  Certification  to  Financial 
Institution.  Each  financial  institution 
from  which  financial  records  or 
information  are  requested  by  or  on 
HDD’s  behalf  concerning  an  individual 
or  a  covered  partnership  in  connection 
with  a  Section  312  loan  shcdl  be  given  a 
“Certification  to  Financial  Institution,” 
in  the  form  prescribed  by  HUD,  that 
HUD  is  in  compliance  with  the 
applicable  provisions  of  the  Right  to 
Financial  Plivacy  Act  in  connection  with 
the  request.  No  ^ther  certification  shall 
be  reqmred  by  the  financial  institution 
for  subsequent  access  by  or  on  HUD’s 
behalf  during  the  term  of  the  loan  to 
financial  records  or  information 
concerning  individuals  or  covered 
partnerships  which  have  received 
Notices  under  paragraph  (2)  of  this 
Section.  However,  a  new  Certification  to 
Financial  Institution  is  required  in  every 
case  in  which  a  new  Customer 
Authorization  under  paragraph  (3)  of 
this  §  510.50(e)  is  required. 

(5)  Use  of  Financial  Records. 

Financial  records  or  information 
obtained  pursuant  to  this  Section  may 
be  used  only  for  the  purpose  for  which 


they  were  originally  obtained  and  may 
not  be  further  disseminated,  except  as 
otherwise  provided  by  12  U.S.C. 
3413(h)(4).  However,  the  permissible 
uses  of  financial  records  or  information 
obtained  pursuant  to  paragraph  (2)  of 
this  §  510.50(e)  include  any  use  or 
transfer  of  the  records  in  connection 
with  the  loan,  whether  for  purposes  of 
processing,  servicing,  or  foreclosure  or 
other  collection  action.  Financial 
records  or  information  obtained  by 
Customer  Authorization  under 
paragraph  (3)  of  this  §  510.50(e)  may  only 
be  used  by  or  on  behalf  of  HUD  in 
accordance  with  the  terms  of  the 
Authorization  or  12  U.S.C.  3413(h)(4). 

(f)  Equal  opportunity.  (1)  Title  of 
the  Civil  Rights  Act  of  1964  (42  U.S.C. 
2000d,  et  seq.)  and  the  regulations  issued 
under  24  CFR  Part  1,  provide  that  no 
person  in  the  United  States  shall  be 
excluded  from  participation  in  the 
program,  or  be  denied  the  benefits  of  the 
program,  or  in  any  way  be  subjected  to 
discrimination  under  the  program  on  the 
basis  of  race,  color,  or  national  origin. 
These  reqviirements  apply  for  the  period 
during  which  the  property  is  used  as 
rehabilitated  or  is  owned  by  the 
recipient,  whichever  is  longer. 

(2)  Title  VIII  of  the  Civil  Rights  Act  of 
1968  (42  U.S.C  3601,  et  seq.)  as  amended, 
requires  that  the  program  be  carried  out 
in  a  manner  which  will  affirmatively 
further  fair  housing,  including  all 
activities  relating  to  sales,  rentals, 
additional  financing,  and  brokerage 
services,  and  shall  not  discriminate 
against  persons  on  the  basis  of  race, 
color,  religion,  sex  or  national  origin. 

(3)  Executive  Order  11063  requires  the 
provision  of  equal  opportimity  in 
housing  and  nondiscrimination  based  on 
race,  color,  creed  or  national  origin  in 
the  sale  and  rental  of  housing  improved 
under  the  program. 

(4)  Executive  Order  11246  and  the 
regulations  at  41  CFR  Chapter  60, 
require  that  no  person  shall  be 
discriminated  against  during  the 
performance  of  construction  contracts 
under  the  program,  based  on  race,  color, 
religion,  sex,  or  national  origin. 
Contractors  and  subcontractors 
participating  in  the  program  shall  take 
affirmative  action  to  ensiu^  fair 
treatment  in  employment,  upgrading, 
demotion,  transfer,  recruitment  and 
recruitment  advertising;  lay-off  and 
termination;  rates  of  pay  and 
compensation;  and  selection  for  training 
and  apprenticeship. 

(5)  Section  3  of  the  Housing  and 
Urban  Development  Act  of  1968  (12 
U.S.C.  1701u.),  as  amended,  and  the 
regulations  in  24  CFR  Part  135,  require 
that,  to  the  greatest  extent  feasible, 
opportunities  for  training  and 
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employment  arising  in  connection  with 
any  project  assisted  by  the  program  be 
given  to  lower  income  residents  of  the 
project  area.  Contracts  awarded  in 
connection  with  the  program  shall,  to 
the  greatest  extent  feasible,  be  awarded 
to  eligible  business  concerns  which  are 
located  in.  or  are  owned  in  substantial 
part  by  persons  residing  in  the  project 
area. 

(6)  Equal  Credit  Opportunity  Act  of 
1976  (15  U.S.C.  1691,  et  seq.)  and  the 
regulations  at  12  CFR  Part  202  require 
that  no  person  shall  be  denied  credit 
based  on  race,  color,  religion,  national 
origin,  sex,  marital  status,  age  (as  long 
as  there  is  the  legal  capacity  to  enter 
into  a  contract),  public  assistance 
program  as  an  income  source,  or  the 
exercise  of  any  right  under  the 
Consumer  Credit  Protection  Act  of  1976 
(15  U.S.C.  1601,  et  seg.).  The  Consumer 
Credit  Protection  Act  includes  the  Truth- 
in-Lending,  Fair  Credit  Reporting,  and 
Consumer  Leasing  Acts. 

(7)  The  borrower  shall  ensure  that 
rehabilitated  units  will  be  marketed  for 
rental  or  sale  in  a  manner  to 
afhrmatively  further  fair  housing 
pursuant  to  24  CFR  §  200.600  et  seq.  If  a 
rehabilitated  unit  is  advertised  for  rental 
or  sale,  it  will  be  done  in  a  manner  to 
inform  persons  who  would  otherwise  be 
least  likely  to  apply  for  the  unit.  The 
“Equal  Opportunity”  logo  shall  be 
displayed  in  all  advertising. 

(g)  National  Environmental  Policy  Act 
of  1969.  (1)  Before  Section  312 
rehabilitation  loans  are  made  in  CDBG 
areas  eligible  undm*  S  510.22,  the 
environmental  impact  of  the 
rehabilitation  shall  be  assessed  for  the 
area.  The  CDBG  Environmmital  Review 
Record  (ERRj  for  the  area  prepared  and 
submitted  to  HUD  by  the  locality  shall 
contain  adequate  documentation  of  the 
locality’s  consideration  pursuant  to  24 
CFR  Part  58  of  the  type  and  level  of 
rehabilitation  anticipated  by  the  locality 
for  the  Section  312  program  year. 

Rehabilitation  activities  which: 

(i)  Increase  the  number  of  dwelling 
units  per  acre  by  more  than  20  percent; 

(ii)  Change  land  use  horn  residential 
to  nomesidential  or  nonresidential  to 
residential 

(iii)  Change  one  class  of  residential 
land  use  to  another  class  of  residential 
land  use;  or 

(ivj  Involve  a  cost  of  rehabilitation 
which  exceeds  75  percent  of  the 
replacement  cost  of  the  property  after 
rehabilitation, 

shall  be  separately  reviewed  (24  CFR 
58.21(bK8])  and  documentation  of  the 
environmental  impact  assessment  shall 
be  specifically  included  in  tiie  ERR  for 
the  CDBG  area.  HUD  staff  will 


independently  evaluate  the  adequacy  of 
the  locality's  impact  assessment  for  the 
area  and  shall  be  responsible  for  the 
scope,  content,  and  accuracy  of  the 
impact  assessment  with  respect  to  the 
proposed  section  312  activity. 

(2)  Where  no  environmental  review 
has  been  undertaken  in  connection  with 
Urban  Renewal,  NDP,  Code 
Enforcement,  or  Urban  Homesteading 
Projects,  HUD  will  conduct 
environmental  reviews  pursuant  to  24 
CFR  Part  50  before  section  312  loans  are 
made  in  conjunction  with  such  activities 
or  projects,  except  where  an 
environmental  clearance  is  not  required 
under  24  CFR  50.21(a)(3).  If  an  original 
and  current  environmental  clearance 
has  been  undertaken  but  HUD 
determines  it  does  not  address  section 
312  activities  in  sufficient  detail,  HUD 
shall  make  findings  regarding  the  impact 
of  section  312  activity,  as  required  by  24 
CFR  50.21(m)(3). 

(h)  Historic  Preservation.  (1)  Section 
106  of  the  National  Historic  l^eservation 
Act  of  1966  (16  U.S.C.  470,  et  seq.). 
Executive  Order  11593,  and  the 
Preservation  of  Archeological  and 
Historical  Data  Act  of  1966  (16  U.S.C. 
46ga-l  et  seq.),  are  applicable  to 
rehabilitation  activities  financed  in 
whole  or  in  part  by  section  312  loans. 
The  Procedures  for  Protection  of 
Historic  and  Ciiltural  Properties  (36  CFR 
Part  800),  pending  issuance  of  24  CFR 
Part  59,  implement  these  authorities. 
Consultation  with  the  State  Historic 
Preservation  Officer  and  the  National 
Register  of  Historic  Places  shall  be 
accomplished  to  determine  whether 
properties  receiving  loans  are  listed  in, 
or  eligible  for  inclusion  in,  the  National 
Register  of  Historic  traces  and  to 
determine  whether  or  not  a  section  312 
loan  may  affect  another  property  that  is 
listed  on  or  eligible  for  the  National 
Register.  If  a  National  Register  property, 
or  a  property  eligible  for  the  Register,  is 
not  involved  or  affected,  a  statement  of 
this  fact  shall  be  made  in  the 
environmental  review  record.  If  a  . 
proposed  loan  may  affect  a  National 
Register  property,  or  a  property  eligible 
for  inclusion  on  the  National  Register, 
the  procedures  of  36  CFR  Part  800  (or  24 
CFR  Part  59,  after  its  issuance  by  HUD) 
shall  be  completed  to  avoid  or  mitigate 
any  adverse  effects,  and  the  appropriate 
documentation  made  part  of  the 
environmental  review  record.  Historic 
preservation  reviews  under  this 
paragraph  shall  be  undertaken  in 
conjunction  with  and  in  the  same 
manner  as  the  environmental  reviews 
specified  in  §  510.50(g),  but  the 
thresholds  for  NEPA  review  shall  not 


apply  to  these  historic  preservation 
reviews. 

(2)  Where  consultation  with  the 
Advisory  Council  on  Historic 
Preservation  is  necessary  as  to  a 
specific  property,  HUD  will  undertake 
the  consultation. 

(1)  Floodplains  and  Wetlands. 
Rehabilitation  activities  carried  out 
under  this  Part  shall  comply  with  the 
requirements  of  section  2(a)  of 
Executive  Order  11988  on  Floodplain 
Management,  with  sections  2  and  5  of 
Executive  Order  11990  on  Protection  of 
Wetlands  and  with  the  implementing 
Departmental  regulations  at  24  CFR  Part 
55.  These  Executive  Orders  require  that 
a  threshold  determination  be  made  as  to 
whether  the  rehabilitation  activity  will 
be  located  in  or  affect  a  floodplain  or 
wetland.  If  so,  and  the  activity  occurs  in 
a  CDBG  area  as  described  in  §  510.22,  ■ 
then  the  procedures  outlined  in  24  CFR 
58.23  shall  apply,  but  HUD  staff  shall 
make  an  independent  evaluation  of  the 
locality’s  review,  as  described  in  the  last 
sentence  of  §  510.50(g)(1).  If  the  activity 
is  proposed  in  a  non-CDBG  area  as 
described  in  §  510.22  (b)  and  (c),  HUD 
staff  shedl  undertake  the  procedures  in 
24  CFR  Part  55,  as  applicable. 

(j)  Environmental  Criteria  and 
Standards.  In  areas  eligible  for  section 
312  loans,  other  than  CDBG  areas 
eligible  under  |  510.22,  section  312 
rehabilitation  activities  shall  comply 
with  the  standards  of  24  CFR  F*art  51, 
Environmental  Criteria  and  Standards. 

In  such  CDBG  areas,  24  CFR  58.1(a)(3) 
and  24  CFR  58.5(a)(2)  shall  apply. 

(k)  Other  Environmental 
Requirements.  (1)  Concurrently  with  the 
area  review  described  in  §  510.50(gXl), 
reviews  shall  be  conducted  by  localities 
in  CDBG  areas  eligible  under  §  510.22 
with  respect  to  the  authorities  cited  in  24 
CFR  58.22,  as  applicable.  HUD  staff 
shall  review  and  be  responsible  for  the 
adequacy  of  the  locality’s  evaluations. 

(2)  When  section  312  loans  are 
proposed  to  be  made  in  non-CDBG 
areas  as  described  in  §  510.22  (b)  and 
(c),  HUD  will  retain  the  responsibility 
for  compliance  with  the  authorities  cited 
in  24  CIll  58.22,  as  applicable. 

(l)  Lead-Based  Paint.  RehabiUtation 
activities  must  comply  with  the  Lead- 
Based  Paint  Poisoning  Prevention  Act 
(42  U.S.C.  4801,  et  seq.)  and  the  HUD 
Lead-Based  Paint  Regulations,  24  CFR 
Part  35,  requiring; 

(1)  The  prohibition  of  the  use  of  lead- 

based  paint  (defined  at  24  CFR  3S.12(a)) 
in  the  rehabilitation  of  residential  V 

structures  (defined  at  24  CFR  35.3(f)): 

(2)  The  inspection  for  and 
identification  of  immediate  lead-based 
paint  hazards  (defined  at  24  CFR  3S.3(i)): 
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(3)  The  treatment  of  identified 
immediate  lead-based  paint  hazards  in 
residential  structures  in  accord  with  24 
CFR  35.24(b}(3]:  and 

(4)  The  no^cation  to  owners  and 
tenants  of  pre-1950  residential  structures 
of  the  possible  existence  and  potential 
hazards  of  lead-based  paint,  of  the 
symptoms  and  treatment  of  lead-based 
paint  poisoning,  and  of  the  precautions 
to  be  taken  to  avoid  lead-based  paint 
poisoning. 

(5)  The  borrower’s  agreement  to 
comply  with  paragraphs  (1)  and  (3)  of 
this  Section  shall  be  a  condition  of 
receiving  a  Section  312  loan.  The  LPA 
shall  be  responsible  for  assuring  that  the 
inspection  required  by  paragraph  (2)  of 
this  Section  is  accomplished  and 
treatment  of  identihed  immediate  lead- 
based  paint  hazards  is  included  as  part 
of  the  required  work  under  an  approved 
Section  312  loan.  Inspections  required 
pursuant  to  Section  510.88  prior  to 
release  of  funds  for  completed 
rehabilitation  work  shall  include 
inspection  for  completion  of  treatment 
of  identified  immediate  lead-based  paint 
hazards  in  accord  with  paragraph  (3) 
above. 

(m)  Handicapped  Accessibility. 
Rehabilitation  work  financed  in  whole 
or  in  part  by  a  Section  312  loan  shall 
comply  with  Section  504  of  the 
Rehabilitation  Act  of  1973  (29  U.S.C. 

794)  and  the  regulations  issued 
thereunder,  to  the  extent  required  by 
said  Act  and  regulations.  Such  work 
shall  also  comply  with  the  Architectural 
Barriers  Act  of  1968  (42  U.S.C.  4151  et 
seq.),  and  the  regulations  issued 
thereunder,  to  the  extent  required  by 
said  Act  and  regulations.  Such 
regulations  will  specify  which 
residential  structures  are  required  to  be 
made  accessible  to  the  handicapped. 
Until  such  regulations  are  issued,  the 
standards  for  accessibility  by  the 
handicapped  to  nonresidential  property 
and  the  nonresidential  portion  of  mixed 
use  property  shall  be  the  “American 
Standard  Specifications  for  Making 
Buildings  and  Facilities  Accessible  to, 
and  Usable  By,  the  Physically 
Handicapped”  Number  A-117.1-R  1979, 
subject  to  the  exceptions  contained  in  41 
CFR  101-19.604. 

(n)  Cost  Effective  Energy 
Conservation.  Section  312(i)  of  the 
Housing  Act  of  1964,  as  amended  in  1978 
(42  U.S.C.  1452b.)  and  the  regulations  at 
24  CFR  Part  39,  require  that 
rehabilitation  of  residential  properties 
under  the  Section  312  Loan  ^ogram  be 
subject  to  Cost  Effective  Energy 
Conservation  Standards,  which  are  set 
forth  in  24  CFR  Part  39.  Such  Cost 
Effective  Energy  Standards  apply  to 
Section  312  loans  as  follows: 


(1)  Thermal  improvement  of 
construction  elements  which  would  not 
be  made  accessible  or  become  exposed 
during  rehabilitation  is  not  required. 

(2)  Energy  conservation  improvements 
which  are  not  practical  considering 
economic  feasibility,  program  needs, 
and  the  materials  and  type  of 
construction,  may  be  eliminated. 

(3)  For  mid-rise,  high-rise  and  many 
low-rise  multifamily  projects,  an  energy 
audit  must  be  carried  out  to  identify  and 
specify  the  energy  and  cost  savings 
which  are  estimated  to  result  from 
installing  energy  conservation  measures. 

(4)  All  measures  determined  to  be  cost 
effective,  given  loan  term  and  interest 
rate,  shall  be  accomplished. 

(o)  Labor  Standards.  (1)  For  a  loan  on 
a  residential  property  that  will  contain 
12  or  more  dwelling  units  after 
rehabilitation;  or  a  loan  on  a 
nonresidential  property  where  the 
actual  cost  of  the  rehabilitation  work 
exceeds  $2,000,  compliance  with  the 
Davis-Bacon  Act  (40  U.S.C.  276a  through 
276a-5,  as  amended),  the  Contract  Work 
Hours  and  Safety  Standards  Act  (40 
U.S.C.  327-333)  and  all  regulations 
issued  under  these  Acts,  and  with  other 
applicable  Federal  laws  and  regulations 
pertaining  to  labor  standards  will  be 
required.  In  particular,  all  laborers  and 
mechanics  employed  by  contractors  and 
subcontractors  on  rehabilitation  work, 
as  noted  above,  shall  be  paid  wages  at 
rates  not  less  than  those  prevailing  on 
similar  construction  in  the  locality,  as 
determined  by  the  Secretary  of  Labor. 

(2)  For  mixed-use  properties 
exceeding  the  respective  threshold  for 
the  residential  portion  of  12  dwelling 
units  or  $2,000  for  the  nonresidential 
portion,  the  lower  threshold  shall 
determine  the  applicability  of  labor 
standards  to  the  specific  project. 

(3)  For  residential  rehabilitation  loans 
using  the  "Sweat  Equity”  principle 
under  §  510.80,  the  Secretary  may  waive 
the  application  of  labor  standards  for 
work  being  accomplished  by  residents, 
where  services  are  voluntarily  donated 
pursuant  to  Section  402(f)  of  die  Housing 
Act  of  1950, 

(4)  Where  part  of  the  rehabilitation 
work  is  not  fimded  by  the  Section  312 
loan,  the  labor  standards  requirements 
shall  apply,  to  the  extent  required  by 
this  Section,  to  all  rehabilitation  work 
that  will  be  performed  after  loan 
approval,  whether  such  work  is 
conventionally  financed,  financed  by  the 
borrower’s  own  funds  or  supplemental 
financing,  or  financed  by  Section  312 
loan  funds.  However,  if  conventional 
financing  involves  a  loan  insurance  or 
guarantee  program  that  requires 
application  of  Davis-Bacon  where  not 
otherwise  required  by  this  Section, 


Davis-Bacon  shall  apply  as  required 
under  such  program. 

(5)  The  LPA  is  responsible  for 
ensuring  that  labor  standards 
requirements  are  applied  in  accordance 
with  this  Section.  'This  includes  making 
sure  that  these  requirements  are  in 
contract  documents,  as  well  as 
monitoring  borrower  compliance  with 
these  requirements. 

§  510.52  Relocation/displaceinent. 

(a)  Responsibility  of  Locality.  The 
locality  shall  administer  its  section  312 
Rehabilitation  Loan  Program  in  a 
manner  that  minimizes  any  potential  or 
actual  involuntary  displacement  of 
tenants.  Wherever  it  offers  the  potential 
of  minimizing  displacement,  the  locality 
shall  require  the  owner  to  consider  the 
feasibility  of  carrying  out  the 
rehabilitation  in  stages.  The  locality  is 
responsible  for  assuring  compliance 
with  the  provisions  of  this  section.  The 
locality  shall  annually  certify  to  HUD 
that  it  will  assure  compliance  with  these 
provisions.  To  pay  the  cost  of  relocation 
payments  and  other  relocation 
assistance,  the  locality  may  use  local 
public  funds  or  funds  available  under 
the  locality’s  Community  Development 
Block  Grant  Program.  (To  use  block 
grant  fimds,  the  locality  must  adopt  a 
written  policy  in  accordance  with  24 
CFR  570.602(c).)  The  locality  may  also 
enter  into  a  written  agreement  with  the 
private  owner  of  a  project  which 
provides  for  the  owner  to  pay  all  or  part 
of  the  cost  of  relocation  payments  and 
other  assistsmce  required  under  this 
section  and/or  to  reduce  the  rent 
charged  to  tenants  who  are  permitted  to 
continue  in  occupancy  of  a  dwelling  unit 
in  the  project.  The  locality  shall 
maintain  the  records  described  at  24 
CFR  42.207(e)  and  24  CFR  42.225. 

(b)  Applicability  of  Uniform  Act.  The 
Uniform  Relocation  Assistance  and  Real 
Property  Acquisition  Policies  Act  of  1970 
(Uniform  Act)  and  HUD  implementing 
regulations  at  24  CFR  Part  42  apply  to 
the  displacement  of  certain  persons  as  a 
result  of  a  section  312  Rehabilitation 
Loan  provided  in  connection  with  an 
Urban  Renewal  Project  or  Neighborhood 
Development  Program  under  Title  I  of 
the  Housing  Act  of  1949,  as  amended. 
Code  Enforcement  under  section  117  of 
the  Housing  Act  of  1949,  or  a 
comprehensive  city  demonstration 
program  under  Title  I  of  the 
Demonstration  Cities  and  Metropolitan 
Development  Act  of  1966. 

(c)  Displacement  Not  Subject  to  the 
Uniform  Act.  The  provisions  of  this 
paragraph  apply  only  to  approved 
section  312  loan  activities  that  are  not 
subject  to  the  Uniform  Act.  HUD  has 
determined  that  requirements  identical 
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to  those  set  forth  at  24  CFR  Part  42,  as 
modified  by  this  paragraph  (c).  shall 
apply  with  respect  to  any  tenant  (not  an 
owner-occupant)  who  occupies  property 
to  be  rehabilitated  with  such  a  section 
312  loan. 

(1)  Issuance  of  Notice  to  Residential 
Tenants,  (i)  Except  as  indicated  in 
paragraph  (c)(7)  below,  the  locality  shall 
issue  to  each  residential  tenant  either  a 
notice  of  displacement  (described  at  24 
CFR  42.205)  which  is  effective 
immediately  or  a  notice  of  right  to 
continue  in  occupancy  (described  at 
CFR  42.207).  The  notice  shall  be  issued 
within  30  days  after  the  date  of  loan 
approval  or  by  such  later  date  as  is 
agreed  to  by  the  HUD  Area  Office.  If  the 
tenant  is  not  issued  either  of  these 
notices  within  the  prescribed  time,  he  or 
she  shall  automatically  be  eligible  for 
relocation  assistance  as  described  at  24 
CFR  42.205(b), 

(ii)  Any  tenant  required  by  the  owner 
to  move  from  the  property  before 
issuance  of  a  notice  as  described  under 
paragraph  (c)(l)(i)  of  this  section,  but 
after  the  date  six  months  prior  to 
submission  of  the  section  312 
preapplication  (or  application,  if  there  is 
no  preapplication)  to  the  approving 
officer  shall  also  be  issued  a  notice  of 
displacement,  imless  he  or  she  was 
required  to  move  because  of  his/her 
breach  of  an  obligation  under  the  terms 
and  conditions  of  the  tenancy.  The 
notice  shall  be  effective  on  the  date  the 
tenant  vacated  the  property.  If  the 
tenant  chooses  to  relocate  again,  the  1- 
year  period  within  which  the  tenant 
must  purchase/rent  and  occupy  a 
replacement  dwelling  (see  24  CFR 
42.451(c))  and  the  18-month  period  for 
filing  relocation  payment  claim(s)  shall 
not  begin  until  the  tenant  has  been 
provided  a  reasonable  choice  of 
opportunities  to  relocate  to  a 
comparable  replacement  dwelling.  If  the 
tenant  does  not  choose  to  relocate 
again,  he/she  shall  be  given  at  least  6 
months  in  which  to  Hie  relocation 
payment  claim(s). 

(2)  Issuance  of  Notice  to 
Nonresidential  Tenants.  The  locality 
shall  determine  whether  or  not  a 
nonresidential  tenant  will  be  required  to 
move  as  a  result  of  an  owner's  section 
312  loan.  If  a  nonresidential  tenant  is 
ordered  to  vacate  the  property  in 
connection  with  the  rehabilitation  or  if 
the  locality  determines  that  undue 
hardships  (e.g.,  substantial  increase  in 
rent  or  costly  suspension  of  operations) 
will  result  from  the  rehabilitation,  the 
locality  shall  promptly  issue  the  tenant  a 
notice  of  displacement  (described  at  24 
CFR  42.205).  If  a  nonresidential  tenant  is 
not  required  to  move  as  a  result  of  the 


rehabilitation,  the  terms  and  conditions 
of  continued  occupancy  are  matters  for 
negotiation  between  the  owner  and 
tenant. 

(3)  "Initiation  of  Negotiations."  For 
purposes  of  determining  eligibility  for  a 
replacement  housing  payment  under 
Subpart  G  of  24  CFR  Part  42,  the 
effective  date  of  the  notice  of 
displacement  shall  be  considered  to  be 
the  “initiation  of  negotiations.” 

(4)  Replacement  Housing  Payment.  A 
displaced  residential  tenant  who  meets 
the  eligibility  conditions  described  in  24 
CFR  42.451  is  entitled  to  a  replacement 
housing  payment  to  help  him  or  her  rent 
or  buy  a  replacement  dwelling.  Any 
■such  tenant  who  chooses  to  buy  a 
replacement  dwelling,  shall  receive  a 
downpayment  assistance  payment 
computed  under  24  CFR  42.455.  Any 
such  tenant  who  chooses  to  rent  a 
replacement  dwelling  is  entitled  to  a 
rental  assistance  payment  computed  in 
accordance  with  24  CFR  42.453,  unless  a 
Public  Housing  Agency  administering 
the  section  8  Existing  Housing  Program 
(24  CFR  Part  882)  determines  in 
accordance  with  the  section  8  eligibility 
criteria  in  24  CFR  Part  889  and  selection 
criteria  described  in  its  Administrative 
Plan  approved  by  HUD  that  the 
displaced  tenant  can  be  issued  a 
Certificate  of  Family  Participation  under 
that  program.  Assistance  through  rhe 
section  8  Existing  Housing  Program  can 
only  occur  when  (i)  the  tenant  has 
voluntarily  selected  a  replacement 
dwelling  which  meets  the  housing 
quality  standards  and  other 
requirements  of  that  program,  and  (ii) 
the  landlord  of  the  replacement  dwelling 
unit  is  willing  to  participate  in  the 
program.  If  the  tenant  elects  to  rent  a 
replacement  dwelling  that  cannot  be 
assisted  under  the  section  8  Existing 
Housing  Program,  he/she  must  be 
offered  the  rental  assistance  payment 
described  at  24  CFR  42.453.  (If  an 
eligible  tenant  voluntarily  selects  a 
rental  unit  that  meets  the  section  8 
requirements  and  the  owner  is  willing  to 
participate  in  the  Existing  Housing 
Program  but  the  tenant  refuses  to  apply 
for  and  accept  an  available  certificate, 
the  tenant  is  not  entitled  to  a  rental 
assistance  payment.  However,  the 
tenant  remains  eligible  for  a  moving 
expense  payment  computed  as 
described  at  24  CFR  42.303  or  24  CFR 
42.353). 

(5)  Modifications  to  Notice  of  Right  to 
Continue  in  Occupancy.  A  residential 
tenant  who  receives  a  notice  of  right  to 
continue  in  occupancy  (described  at  24 
CFR  42.207)  is  assured,  among  other 
things,  that  he  or  she  will  have  the  right 
to  continue  in  occupancy  in  the  property 


for  a  period  of  at  least  four  (4)  years. 

The  owner  must  explain  these  rights  to 
the  tenant.  The  terms  and  conditions  of 
continued  occupancy  must  be  set  forth 
in  a  lease  which  is  offered  to  the  tenant. 
The  lease,  including  renewal  options,  if 
any,  shall  run  for  a  continuous  period  of 
at  least  four  (4)  years.  The  rent  under 
such  a  lease  shall  be  in  accordance  with 
this  paragraph,  and  the  other  terms  and 
conditions  of  the  lease  shall  be  as 
customary  in  the  jurisdiction.  In 
addition,  the  lease  shall  give  the  tenant 
the  unilateral  right  to  cancel  the  lease  on 
thirty  (30)  days  advance  written  notice  if 
he  or  she  wishes  to  vacate  unless  State 
or  local  law  requires  a  longer  notice 
period.  In  order  to  benefit  from  the 
protections  of  this  rule,  the  tenant  must 
agree  to  enter  into  the  lease  within  a 
reasonable  period  after  completion  of 
the  rehabilitation  work.  The  procedures 
for  an  automatic  notice  of  displacement 
described  at  24  CFR  42.205(b)  and  24 
CFR  42.207(a)(4)  shall  not  apply.  In 
addition,  the  provisions  at  24  CFR 
42.207(a)(2)  governing  the  tenant’s 
maximum  monthly  housing  cost  (rent 
and  estimated  utility  charges)  during  the 
4-year  period  are  modified  to  read  as 
follows; 

(i)  During  the  first  year  of  the  four- 
year  period,  the  tenant’s  monthly 
housing  cost  shall  be  established  at  a 
level  that  does  not  exceed  the  greater  of; 

(A)  Twenty-five  percent  (25%)  of  the 
gross  income  of  all  adult  members  of  the 
household,  or 

(B)  One  hundred  and  five  percent 
(105%)  of  the  tenant’s  monthly  housing 
cost  (rent  and  utility  charges)  for  the 
unit  six  months  prior  to  issuance  of  the 
notice  of  right  to  continue  in  occupancy. 
However,  this  provision  does  not 
preclude  the  owner  of  the  building  from 
requiring  the  tenant  to  pay  directly  to 
the  utility  company  the  cost  of  utilities 
which  are  separately  metered  after 
rehabilitation.  The  cost  of  any  such 
separately  metered  and  tenant-paid 
utilities  shall  be  excluded  from  the  105% 
computation. 

(ii)  At  the  end  of  the  first,  second  and 
third  years,  the  monthly  housing  cost 
may  be  increased.  The  monthly 
increase,  however,  shall  not  exceed  the 
sum  of  (A)  the  monthly  increase  in  the 
owner’s  costs  for  utility  charges  and 
property  taxes  over  the  previous  year, 
plus  (B)  five  percent  (5%)  of  the  monthly 
contract  rent  (exclusive  of  utility  costs) 
charged  during  the  prior  year. 

(6)  Waiver  of  Right  to  Continue  in 
Occupancy.  Nothing  in  these  regulations 
shall  prevent  a  fully  informed  tenant, 
who  will  not  be  required  to  relocate 
permanently,  from  waiving  his/her  right 
to  be  issued  a  notice  of  right  to  continue 
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in  occupancy.  The  waiver  shall  be  in  a 
format  prescribed  by  HUD. 

(7)  Ineligible  Tenants.  Under  the 
following  circumstances,  the  tenant  is 
neither  entitled  to  a  notice  of 
displacement  nor  a  notice  of  right  to 
continue  in  occupancy,  nor  will  he  or 
she  receive  relocation  assistance: 

(i)  The  tenant  occupies  a  dwelling  and 
the  total  cost  of  the  rehabilitation  work 
(financed  by  a  Section  312  loan  or  other 
source)  that  is  allocable  to  the  tentant’s 
unit  does  not  exceed  $2,500  and  the 
locality  determines  that  the  tenant  will 
not  be  required  to  move  because  of  the 
rehabilitation.  In  a  building  of  two  or 
more  units,  the  cost  allocable  to  the 
tenant’s  unit  includes  the  pro  rata  share 
of  the  cost  of  work  done  to  common 
elements  of  the  property. 

(ii)  The  tenant  moves  to  the  property 
after  submission  of  the  loan  application 
and  is  notified  in  writing  prior  to 
execution  of  the  lease  about  the 
proposal  and  its  effect  on  him  or  her. 

Subpart  E— Loan  Processing  and 
Administration 

§  510.70  General. 

(а)  Responsibilities  of  Locality. 
Localities  participating  in  the  Section 
312  Program  shall  be  responsible  for 
performing  the  following  program 
functions  in  accordance  with  applicable 
law,  this  Part  and  other  applicable 
Federal  regulations  and  executive 
orders  and  any  further  requirements 
contained  in  program  forms,  legal 
documents,  and  Handbooks: 

(1)  Selecting  eligible  areas  in  which  to 
use  the  loan  funds  made  available  by 
the  Secretary,  consistent  with§  510.22. 

(2)  Selecting  income  groups  and 
property  types  on  which  to  focus  the 
available  loan  funds,  as  described  in 
510.2  and  510.24. 

(3)  Recommending  approval  of  loan 
applications  to  HUD,  or  approval  of 
loans  under  an  agreement  entered  into  a 
described  in  §  510.72,  Local  Approval 
Authority. 

(4)  Disapproving  loan  applications. 

(5)  Publicizing  the  availability  of 
Section  312  loan  funds  in  active  eligible 
areas. 

(б)  Providing  program  information  and 
application  assistance  to  potential  loan 
applicants. 

(7)  Processing  of  loan  applications 
which  includes,  but  is  not  limited  to, 
obtaining  credit  reports,  employment, 
income  verifications,  title  evidence, 
appraisals  and  other  pertinent 
information. 

(8)  Making  sound  loan  underwriting 
decisions  on  loan  applications  pursuant 
to  510.82. 


(9)  Assuring  that  cost  estimates,  work 
write-ups  and  detailed  specifications  for 
Section  312-assisted  rehabilitation  work 
are  prepared  properly  and  preparing  the 
documents,  where  necessary. 

(10)  Preparing  rehabilitation  contract 
documents  and,  where  necessary, 
completing  formal  competitive  bidding 
procedures. 

(11)  Assisting  the  borrower  in 
selecting  qualified  contractors. 

(12)  Completing  loan  settlement  in 
accordance  with  HUD  requirements  and 
assuring  a  valid  and  enforceable  Section 
312  loan. 

(13)  Maintaining  a  rehabilitation 
escrow  account. 

(14)  Performing  interim  and  final 
inspections  of  the  rehabilitation  work. 

(15)  Assisting  in  resolving  disputes 
between  the  contractor  and  the 
borrower. 

(16)  Assuring  that  the  rehabilitation 
financed  in  whole  or  in  part  by  the 
Section  312  Program  meets  minimum 
property  rehabilitation  standards  for  the 
area. 

(17)  Completing  loan  closeout, 
including  the  proper  disposition  of  all 
funds  in  the  rehabilitation  escrow 
account  in  accordance  with  HUD 
requirements. 

(18)  Assisting  HUD  in  contacting  and 
counseling  borrowers  who  have  become 
delinquent  in  making  payments  on  their 
loans. 

(19)  Assuring  that  the  other  Federal 
requirements  noted  in  Subpart  D  are 
satisfactorily  implemented. 

(b)  Designation  of  LP A.  The  locality 
shall  designate  a  local  processing 
agency  (“LPA”)  as  its  lead  agency  in 
administering  the  Section  312  program 
for  the  locality.  The  LPA  shall  be  a  part 
of  the  locality’s  governmental  structiu'e, 
unless  the  locality  lacks  legal  capacity 
to  perform  the  functions  listed  in 
paragraph  (a)  of  this  Section,  in  which 
case  the  LPA  may  be  a  separate, 
special-purpose  unit  of  local 
government.  Insofar  as  practicable 
under  the  governmental  organization  of 
the  locality,  the  LPA  shall  have  the 
authority  and  responsibility  to 
coordinate  or  perform  all  of  the 
locality’s  responsibilities  under  the 
Section  312  loan  program,  including 
those  listed  in  paragraph  (a)  of  this 
Section.  As  stated  in  Section  510.72,  the 
Local  Loan  Approval  Agreement  shall 
be  between  HUD  and  the  locality  (and 
the  Approving  Officer  shall  be  an 
employee  of  the  locality),  unless  the 
locality  lacks  legal  capacity  to  enter  into 
the  Local  Loan  Approval  Agreement 
with  HUD,  in  which  case  the  agreement 
shall  be  between  HUD  and  the  LPA, 

(c)  Contracting  by  the  LPA.  As 
permitted  by  State  and  local  law,  the 


LPA  may  contract  with  individuals  or 
private  nonprofit  or  for-profit 
organizations,  including  financial 
institutions,  to  perform  all  or  any  of  its 
fimctions  in  coimection  with  the  Section 
312  loan  program,  except  for  loan 
approval.  If  the  contract  is  funded  in 
whole  or  in  part  by  CDBG  funds 
pursuant  to  24  CFR  570.202(c)(4)  or 
570.206,  all  applicable  requirements  of 
24  CFR  Part  570  apply  to  the  contract 
including  §§  570.201(g),  570.307  (g)  and 
(i)  and  570.507.  If  the  contract  or  activity 
is  funded  with  Section  312  funds  by 
inclusion  of  an  amount  in  the  approved 
loan  to  compensate  the  contractor  for 
the  contractor’s  services,  the 
requirements  of  24  CFR  Part  570  and 
OMB  Circulctr  A-102  (REV)  do  not  apply 
to  the  contract  or  activity. 
Nothwithstanding  any  contract  entered 
into  by  the  LPA,  HUD  will  hold  the 
locality  and  LPA  responsible  for 
compliance  with  this  Part,  the  312 
Handbook,  program  forms  and  legal 
documents,  and  any  other  applicable 
statutes  and  regulations,  as  fully  as  if 
the  locality  or  LPA  itself  had  performed 
the  contract  Where  the  terms  “locality” 
or  “LPA”  are  used  in  this  Part,  they 
include  any  contractor  with  the  locality 
or  LPA  which  performs  services  related 
to  the  Section  312  loan  program. 

§  510.72  Local  approval  authority. 

(a)  Agreement.  Section  312 
rehabilitation  loans  may  be  approved  by 
a  HUD  Approving  Officer  or  by  the 
locality  under  a  Local  Loan  Approval 
Agreement  between  HUD  and  the  Chief 
Executive  Officer  of  the  locality,  unless 
the  locality  lacks  legal  capacity  to  enter 
into  such  an  agreement  with  HUD,  in 
which  case  the  agreement  shall  be 
between  HUD  and  the  LPA.  Loans 
approved  under  a  Local  Loan  Approval 
Agreement  are  contingent  upon  fund 
availability,  and  HUD  shall  retain  final 
commitment  (obligation)  authority. 

(1)  The  Local  Loan  Approval 
Agreement  shall  be  in  form  prescribed 
by  HUD  and  shall  specify  a  Local 
Processing  Agency  (LPA)  within  the 
locality  to  process  the  loans,  and  an 
Approving  Officer  to  approve  or 
disapprove  the  loans. 

(2)  The  Agreement  shall  also  specify 
the  type  of  loans  for  which  the  locality 
will  have  local  approval  authority. 

(3)  The  locality  shall  furnish  to  HUD  . 
information  on  the  LPA  which  has  been 
designated  to  process  Section  312  loans, 
and  the  Approving  Officer  who  will 
make  the  approval/disapproval 
decisions. 

(4)  The  determination  of  whether  an 
LPA  is  qualified  to  process  and  the 
Approving  Officer  to  approve 
rehabilitation  loans  shall  be  made  by 
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the  HUD  Area  Office  Manager.  The 
person  selected  as  Approving  Officer 
must  have  supervisory  or  executive 
level  responsibilities  within  the  locality, 
or  within  an  LPA  if  the  locality  lacks 
legal  capacity  to  accept  responsibility  of 
loan  approval.  The  person  shall  also 
have  a  total  familiarity  with  the  section 
312  program  requirements  and  policies, 
with  rehabilitation  financing  standards, 
and  with  conventional  underwriting 
principles.  However,  the  person  shall 
not  exercise  any  direct  section  312  loan 
processing  responsibilities.  The  locality 
or  LPA,  as  applicable,  may  designate  an 
alternative  Approving  Officer  who  will 
act  in  the  Approving  Officer’s  absence, 
also  subject  to  HUD  approval.  No 
individual  may  serve  as  Approving 
Officer  unless  mentioned  in  the 
Agreement. 

(5)  Once  the  LPA  and  Approving 
Officer  are  found  acceptable,  HUD  will 
prepare  the  Agreement  with  the  locality. 

(6)  The  Agreement  once  concluded 
with  the  locality  shall  remain  in  effect 
until  cancelled  by  HUD  or  the  locality 
pursuant  to  the  terms  of  the  Agreement. 

(b)  Performance  Monitoring.  Periodic 
monitoring  of  the  locality  and  LPA’s 
performance  shall  be  undertaken  by  the 
Area  Office  staff  in  accordance  with  the 
requirements  of  §  510.154.  Failure  to 
abide  by  this  Part  or  any  other  HUD 
program  requirement  in  the  operation  of 
the  local  section  312  program  may  result 
in: 

(1)  Cancellation  of  the  Agreement  and 
withdrawal  of  local  approval  authority; 

(2)  Temporary  suspension  of  all  or 
part  of  the  local  approval  authority  until 
corrective  measures  are  taken;  and/or 

(3)  Other  actions  as  described  in 
§  510.156  or  the  Agreement. 

(c)  Agreement  Required.  All 
participating  localities  committing 
$200,000  or  more  annually  in  General 
Use  and/or  Urban  Homesteading 
rehabilitation  loans  for  any  previous  2- 
year  period  shall  be  required  to  assume 
local  approval  authority  for  at  least 
single-family  loans  within  18  months  of 
the  effective  data  of  this  regulation. 
Failure  to  meet  this  requirement  may 
result  in  either  a  reduction  of  loan  fund 
allocation  or  in  total  withdrawal  of  loan 
funds.  All  other  participating  localities 
may  assume  local  approval  authority  if 
they  have  demonstrated  their  capacity 
to  carry  out  either  a  CDBG 
rehabilitation  loan  program  or  a  local 
section  312  Loan  Program  as  described 
in  §  510.70(a). 

§  510.74  Property  appraisal. 

(a)  An  appraisal  is  required  for  every 
single-family  residential  property  to  be 
rehabilitated  under  the  section  312 
program  where  the  loan  exceeds  $27,000, 


and  for  every  multifamily, 
nonresidential  and  mixed-use  loan  in 
order  to  determine  the  value  of  the 
security  available  for  repayment  of  the 
loan. 

(b)  Residential.  For  residential 
property  on  which  the  loan  amount  will 
exceed  $27,000,  an  as-is  appraisal  is 
required.  This  appraisal  represents  the 
price  a  property  will  bring  on  the  open 
market  given  its  current  condition,  its 
adaptability,  and  the  availability  of 
conventional  financing. 

(c)  Nonresidential.  For  a 
nonresidential  property,  the  appraisal 
shall  be  an  estimate  of  the  fair  market 
value  of  the  property  after 
rehabilitation. 

(d)  Mixed-Use.  For  mixed-use 
property,  the  appraisal  shall  include  the 
as-is  value  for  the  entire  property  and 
the  estimated  fair  market  value  of  the 
nonresidential  portion  of  the  property 
after  rehabilitation. 

(e)  Appraisal  responsibility.  The  LPA 
shall  arrange  for  appraisals  by  HUD- 
approved  appraisers  on  properties 
involving  loans  of  $250,000  or  more.  For 
loans  of  less  than  $250,000,  the 
appraisals  shall  be  made  either  by 
qualified  local  staff  or  by  fee  appraisers. 
The  LPA  shall  maintain  adequate 
documentation  to  support  the 
qualifications  of  the  appraiser  and  the 
adequacy  of  the  apprqisal. 

§  510.76  Financial  verifications. 

(a)  Forms  of  Verification.  The 
financial  capability  of  the  applicant 
shall  be  verified  by  the  LPA  for  the 
purpose  of  making  the  required 
determinations  under  §  510.82(a)(3) 
concerning  the  ability  to  repay  the 
rehabilitation  loan.  Financial 
verifications  shall  be  satisfactorily 
completed  either  by  using  the  financial 
verification  forms  developed  by  HUD  or 
other  types  of  documentation  acceptable 
to  HUD.  In  all  cases,  data  must  be 
adequate  to  make  a  sound  credit 
decision. 

(b)  Compliance  with  other  Federal 
Requirements.  Financial  verification 
under  this  section  is  subject  to 

§  510.50(e)  of  this  Part,  Right  to 
Financial  Privacy  Act.  The  disclosure  of 
information  identifiable  as  pertaining  to 
individual  section  312  applicants  and 
recipients  is  subject  to  §  510.50(d)  of  this 
Part,  Freedom  of  Information  and 
Privacy  Acts. 

§510.78  Rehabilitation  contract 
development. 

The  borrower,  as  described  in 
§  510.80,  may  act  as  his  or  her  own 
contractor  or  may  hire  a  recognized 
general  contractor,  who  has  a  license 
where  applicable,  with  an  established 


record  of  satisfactory  performance  as  a 
general  contractor  for  the  types  and 
level  of  proposed  construction 
applicable  to  the  property  to  be 
rehabilitated. 

(a)  Contract  requirements.  Where  the 

borrower  is  hiring  a  general  contractor, 
a  written  contract  between  them  shall 
be  required.  At  a  minimum,  the  contract 
shall  include:  ' 

(1)  The  detailed  description  of  the 
work  to  be  performed; 

(2)  The  bid  and  proposal  of  the 
contractor  where  formal  bidding  is 
involved  or  a  price  with  an  itemized 
breakdown  of  cost  where  negotiation  is 
used; 

(3)  The  times  within  which 
performance  and  payment  are  required; 

(4)  All  other  provisions  necessary  to 
describe  the  responsibilities  of  both  the 
borrower  and  the  contractor,  including  a 
one-year  warranty  on  all  work 
performed;  and 

(5)  All  provisions  necessary  to  comply 
with  the  Federal  statutes  and 
regulations  which  apply  to  Section  312 
construction  contracts,  including  labor 
standards  (510.50(o)),  Executive  Order 
11246  (510.50(f)(4)).  Section  3  of  the 
Housing  and  Urban  Development  Act  of 
1968  (510.50(f)(5)),  and  lead-based  paint 
(510.50(1)). 

(b)  Contract  development.  The  LPA 
shall  provide  technical  assistance  in 
contract  development  as  described  in 
this  §  510.78(b). 

.  (1)  Determining  the  scope  of  work  and 
cost  estimates.  While  preliminary  code 
enforcement  inspections  and  notices  of 
violations  are  not  required  by  HUD,  the 
work  write-up  shall  include  all  w'ork 
necessary  to  meet  the  Property 
Rehabilitation  Standards  for  the  eligible 
area  in  which  the  property  is  located.  In 
assuring  that  this  requirement  is  met,  the 
LPA  must  make  at  least  one  mandatory 
site  visit  to  the  property. 

Any  rehabilitation  work  necessary  to 
comply  with  handicapped  accessibility 
requirements  (510.50(m)),  historic 
preservation  and  environmental 
standards  (510.50(g)(k)),  cost  effective 
energy  conservation  standards 
(510.50(n)),  and  to  treat  identified 
immediate  lead-based  paint  hazards 
(510.50(1))  shall  also  be  included.  Finally, 
the  work  write-up  shall  also  include  all 
the  work  necessary  to  provide  the 
Government  with  a  property  sound 
enough  to  qualify  as  an  acceptable 
financial  risk.  For  work  estimated  to 
cost  $27,000,  or  less,  the  borrower  in 
conjunction  with  a  contractor  may 
provide  a  detailed  work  write-up  and 
costs  will  be  verified  by  the  LPA.  For 
work  estimated  to  cost  more  than 
$27,000,  except  in  cases  where  the 
owner  serves  as  contractor,  the 
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contractor  may  not  prepare  the  work 
write-up.  In  such  cases,  the  work  write¬ 
up  will  be  prepared  by  the  LPA  or  by  the 
borrower  with  assistance  from  an 
independent  third  party  such  as  an 
architectural,  engineering  or  building 
inspection  firm  which  may  prepare  all  or 
a  portion  of  the  detailed  work  write-up 
and  cost  estimate.  In  all  cases  in  which 
the  LPA  does  not  prepare  the  work 
write-up,  the  LPA  shall  assure  that  the 
planned  scope  of  work  corrects  all  PRS 
deficiencies,  complies  with  the  Federal 
requirements  cited  above,  and  that  the 
cost  is  reasonable. 

(2)  Obtaining  contractors’  bids  and 
proposals.  Prior  io  loan  approval,  firm 
bids  shall  be  obtained,  or  an  agreement 
with  the  borrower  developed  pursuant 
to  510.80(b),  for  all  work  included  in  the 
work  write-up,  whether  financed  by  the 
section  312  loan  or  by  supplementary 
financing.  For  rehabilitation  estimated 
to  cost  over  $27,000,  the  contractor  (if 
other  than  the  borrower)  shall  be 
selected  by  formal  competitive  bidding, 
under  written  procedures  developed  by 
the  LPA.  Rehabilitation  projects 
estimated  to  cost  less  than  $27,000  may 
utilize  negotiation  to  select  a  contractor. 
The  borrower  and  the  LPA  are 
encouraged,  but  not  required,  to 
negotiate  with  more  than  one  contractor. 
Negotiations  may  also  be  used  when 
competitive  bidding  is  infeasible  or 
unreasonable  for  projects  over  $27,000, 
with  the  approval  of  the  HUD  Area 
Manager. 

(3)  Contractor  selection.  The  borrower 
is  responsible  for  selection  of  the 
contractor.  The  borrower  shall  select  a 
contractor  at  a  price  which  is  not  in 
excess  of  110  percent  of  the  LPA  cost 
estimate  for  the  work.  If  the  borrower 
wishes  to  select  a  contractor  whose  bid 
is  in  excess  of  110  percent  of  the  LPA’s 
cost  estimate  for  the  work  included,  the 
borrower  may  do  so,  provided  that  the 
borrower  escrows  at  time  of  settlement, 
or  provides  a  letter  6i  commitment 
pursuant  to  §  510.86(b),  for 
supplementary  financing  in  the  amount 
by  which  the  contract  price  exceeds  110 
percent  of  the  LPA  estimate.  In  order  to 
assure  HUD,  as  lender,  of  the 
contractor’s  qualifications  and  of 
compliance  with  the  Federal 
requirements  cited  in  paragraph  (b)(1)  of 
this  Section,  the  LPA  shall  concur  in  the 
award  of  all  contracts.  Prior  to 
concurrence,  the  LPA  shall  assure  that 
each  contractor  has  adequate  worker’s 
compensation,  comprehensive  public 
liability,  and  property  damage 
insurance.  The  LPA  shall  apply 
standards  for  approval  of  contractors  in 
a  manner  which  complies  with 

§  510.50(f).  Also  the  locality  shall 


encourage  the  participation  in  the 
Section  312  program  by  small  local 
contractors  and  socially  and 
economically  disadvantaged  contractors 
including  contractors  owned  or 
controlled  by  members  of  minority 
groups  or  women  by  helping  to  reduce 
their  problems  with  insurance,  bonding, 
credit,  or  skills  training.  CDBG  funds 
may  be  used  for  this  purpose,  to  the 
extent  permitted  by  24  CFR  570.206. 

(4)  Contract  preparation  and  award. 
The  LPA  shall  prepare  the  contract  and 
assist  the  borrower  in  its  execution.  The 
LPA  shall  assure  that,  to  the  extent 
possible  under  State  and  local  law,  the 
timing  of  execution  of  the  contract  or 
issuance  of  the  proceed  order  is 
arranged  so  that  the  lien  of  the  Section 
312  loan  will  have  priority  over 
mechanics  liens  resulting  from  work 
financed  by  the  Section  312  loan  and 
any  supplementary  financing. 

§  510.80  Borrower  as  contractor. 

(a)  Non-Professional  Contractor.  (1) 
Rehabilitation  work  on  any  eligible 
property  may  be  undertaken  by  the 
borrower,  including  cooperatives, 
corporations  or  partnerships,  using  their 
own  labor;  by  acting  as  a  general 
contractor  and  supervising  the  hiring 
and  work  of  all  subcontractors:  by 
performing  some  of  the  work 
themselves;  or  by  some  combination  of 
these  methods.  Where  subcontractors 
are  utilized  in  part,  the  borrower  shall 
have  separate  written  contracts  with 
each  subcontractor  performing  work 
which  shall  include  those  provisions 
listed  in  §  510.78(a). 

(2)  Self-Help  Agreement.  For  those 
portions  of  the  work  to  be  accomplished 
by  the  borrower,  either  by  his/her  own 
labor,  or  by  acting  as  a  general 
contractor,  an  agreement  shall  be 
executed  between  the  LPA  and  the 
borrower  which  sets  forth  the  minimum 
conditions  for  accomplishing  the  work. 
This  Self-Help  Agreement  shall  contain: 

(i)  The  specifications  and  scope  of 
work  to  be  done  by  the  borrower  and  by 
subcontractors; 

(ii)  A  reasonable  time  schedule  for 
completion; 

(iii)  Alternate  means  of  accomplishing 
the  work  if  the  borrower  is  unable  or 
unwilling  to  do  so; 

(iv)  A  method  of  selecting  and 
managing  subcontractors; 

(v)  Costs  for  materials  and  equipment 
to  be  used  by  the  borrower  and  for  the 
work  to  be  done  by  subcontractors; 

(vi)  Provisions  necessary  to  comply 
with  applicable  Federal,  State  and  local 
requirements:  and 

(vii)  Sanctions  to  be  applied  if  the 
work  is  not  completed  properly  or  is 
unduly  delayed. 


(3)  Technical  Assistance.  The  LPA 
shall  provide  technical  assistance  as 
described  in  §  510.78(b)(1)  for 
determining  the  scope  of  work  and  cost 
estimate,  clearly  differentiating  the  work 
which  will  be  completed  by  the 
borrower  from  the  work  which  will  be 
completed  by  subcontractors. 
Construction  assistance,  in  the  form  of 
counseling  and  guidance  to  the  borrower 
on  construction  techniques,  may  be 
provided  by  the  LPA  or  its  designee  as 
necessary.  A  written  contract  between 
the  borrower  and  each  subcontractor  is 
required  and  shall  be  reviewed  by  the 
LPA  prior  to  the  approval  of  the  loan. 

The  l^A  shall  inspect  and  ensure  the 
proper  installation  of  materials  and 
equipment.  During  the  progress  of  the 
work  of  each  subcontractor,  10  percent 
of  payment  will  be  retained.  However, 
upon  satisfactory  completion  of  an 
individual  subcontract,  the  entire 
amount  due  may  be  released  from  the 
rehabilitation  escrow  account,  except 
where  State  or  local  law  provides 
otherwise. 

(4)  Compensation  to  borrower.  For 
work  accomplished  directly  by  the  labor 
of  the  borrower,  the  rehabilitation  loan 
amount  shall  not  include  funds  to  pay 
the  borrower  or  family  members  for 
their  labor.  Disbursements  from  the 
rehabilitation  escrow  account  for 
specified  materials  and  equipment  may 
be  made  only  after  proper  installation. 

In  addition,  no  compensation  allowance 
may  be  made  to  the  borrower  from  loan 
proceeds  for  his/her  performance  of  the 
function  of  general  contractor.  However, 
subcontractors  who  are  under  contract 
with  the  borrower,  acting  as  general 
contractor,  may  include  profit  and 
overhead  in  their  bid  amounts. 

(5)  Contingency  factor.  For 
rehabilitation  loans  utilizing  the  self- 
help  process,  the  Area  Manager  may 
authorize  up  to  a  15  percent 
contingency,  if  appropriate,  as  an 
includable  cost  under  Section  510.38. 

(b)  Professional  contractor.[TL)  Self- 
Help  Agreement.  Where  the  borrower  is 
a  recognized  general  contractor,  who 
has  a  license  where  applicable,  with  an 
established  record  of  satisfactory 
performance  as  a  general  contractor  for 
the  types  and  level  of  proposed 
construction  as  described  in  this  Part,  an 
agreement  between  the  borrower  and 
LPA  shall  include  at  minimum  those 
provisions  cited  in  Section  510.78(a). 

(2)  Work  Write-up  and  Cost  Estimate. 
Where  the  borrower  is  a  building 
professional  and  is  serving  as  a  general 
contractor,  the  borrower,  the  LPA  or  a 
third  party  may  provide  the  work  write¬ 
up.  For  loans  of  $27,000  or  under,  the 
li’A  shall  verify  the  proposed  cost  as 
being  not  more  than  110  percent  of  the 


I 


59728  Federal  Register  /  Vol.  45,  No.  177  !  Wednesday.  September  10,  1980  /  Rules  and  Regulations 
LPA’s  estimate  of  the  amount  described  (il  In  cases  in  which  a  corporation  is  (c)  The  loan  complies  with  all  other 


in  paragraph  (b)(3)  of  this  Section 
(including  overhead  allowance).  Fbr 
loans  over  $27,000  where  the  work 
write-up  is  prepared  by  the  borrower, 
the  LPA  shall  require  an  independent 
cost  estimate  by  a  qualified  third  party 
selected  by  the  LPA  and  agreed  upon  by 
the  applicant  It  is  anticipated  that  those 
requested  to  prepare  the  cost  estimate 
will  generally  be  building  inspection 
firms,  architectural  and/or  engineering 
firms,  or  other  general  contractors.  The 
party  preparing  the  estimate  shall  have 
no  interest  in  the  property  beyond  his  or 
her  fee,  which  shall  be  paid  by  the 
applicant  and  is  an  eligible  loan 
expense. 

(3)  Compensation  to  Borrower.  No 
compensation  allowance,  or  profit,  may 
be  made  to  the  borrower  from  loan 
proceeds  for  his/her  performance  of  the 
function  of  general  contractor.  However, 
the  borrower/professional  contractor 
may  receive  an  oveifread  allowance  of 
10  percent  of  the  following;  the  total  of 
the  cost  of  all  the  subcontractor's 
contracts  plus  the  cost  of  materials  and 
labor  for  those  portions  of  the  work  to 
be  performed  by  the  contractor’s 
employees, 

(c)  Timing  of  Commencement  of 
Work.  To  the  extent  possible  under 
State  and  local  law,  the  LPA  shall 
assure  that  the  timing  of  execution  of 
the  self-help  agreement  or  issuance  of 
proceed  order  is  arranged  so  that  the 
lien  of  the  Section  312  loan  will  have 
priority  over  mechanics  liens  resulting 
from  work  flnanced  by  the  Section  312 
loan  and  any  supplementary  financing. 

§  510.82  Loan  Approval:  Required 
Determinations. 

The  Approving  Officer,  in  connection 
with  approving  a  Section  312 
rehabilitation  loan  subject  to  HUD  fund 
availability  and  the  LPA  or  locality  (as 
applicable)  in  recommending  approval 
of  a  Section  312  loan,  shall  underwrite 
the  loan  and  make  the  following  specific 
determinations: 

(a)  The  loan  is  an  acceptable  risk, 
taking  into  consideration:  (1)  The  need 
for  the  rehabilitation. 

(2)  The  security  available  for  the  loan. 
While  all  Section  312  loans  must  be 
secured  as  stated  in  §  510.42  and  must 
be  within  the  maximum  loan  amounts 
set  forth  in  §  510.36,  under  this 
paragraph  the  borrower’s  equity  in  the 
property  and  the  lien  position  of  the 
Section  312  loan  as  shown  by  the  title 
evidence  shall  be  considered  for 
underwriting  purposes.  The  following 
provisions  shall  be  utilized  where 
applicable  to  improve  the  security 
available  for  the  loan: 


the  borrower,  the  authorized  Officer  of 
the  corporation  shall  execute  the 
promissory  note  and  mortgage  on  behalf 
of  the  corporation.  When  there  is  little 
or  no  net  worth  in  a  corporation  beyond 
the  property  involved  in  the  loan  or 
there  are  o^er  factors  associated  with 
the  loan  application  which  make  the 
loan  a  questionable  underwriting  risk, 
the  Approving  OfHcer  shall  require  a 
corporate  officer  or  a  principal 
stockholder  to  personally  guarantee  the 
Section  312  loan  and  to  co-sign  the 
promissory  note.  The  assets  of  the 
personal  signatory  must  be  sufficient  to 
add  materially  to  the  security  of  the 
loan. 

(ii)  In  cases  of  individual  ownership, 
joint  ownership  or  when  a  partnership 
or  trust  is  the  borrower,  the  Section  312 
loan  shall  be  considered  a  recourse  loan 
and  all  partners  or  trustees,  corporations 
and  individuals  shall  assume  personal 
liability  for  repayment  of  the  Section  312 
loan.  This  requirement  includes  limited 
partners  who  shall  also  assume  personal 
liability  by  co-signing  the  note  as  a 
borrower  or  by  personally  guaranteeing 
the  loan. 

(iii)  Any  personal  guarantee  or 
endorsement  by  an  individual  shall  not 
relieve  the  partnership,  trust  or 
corporate  applicant  from  being  required 
to  secure  the  Section  312  loan  with  a 
mortgage  or  deed  of  trust  on  the 
property  to  be  rehabilitated. 

(3)  The  ability  of  the  applicant  and/or 
an  investment  project  to  repay  the  loan. 
This  shall  include  consideration  of  the 
applicant’s  history  of  debt  repayment  as 
well  as  the  actual  sources  and  amounts 
comprising  the  applicant’s  income  and/ 
or  investment  project  income  and 
expenses.  In  cases  where  an  investor- 
owned  property  only  marginally 
produces  enough  income  to  cover 
expenses  and  the  loan  repa3rment,  the 
applicant’s  strong  financial  condition 
and  ability  to  repay  the  loan  may 
support  a  finding  of  acceptable  risk. 

(4)  The  sufficiency  of  funds  for 
rehabilitation.  This  consideration  means 
assurance  that  funding  from  the  Section 
312  loan  and  any  supplemental  financing 
will  be  sufficient  to  finance  all 
rehabilitation  which  is  required  by  the 
rehabilitation  loan  agreement  between 
HUD  and  the  borrower. 

(b)  The  applicant  is  unable  to  secure 
the  necessary  funds  to  finance  the 
required  rehabilitation  from  other 
sources  upon  comparable  terms  and 
conditions.  “Other  sources’’  in  this 
context  refer  to  conventional  financing 
and  do  not  include  other  Federal,  State 
or  local  funding  programs  providing 
rehabilitation  financing,  such  as  CDBG. 


requirements  of  this  Part. 

(d)  Loans  which  do  not  meet  these 
standards  shall  be  disapproved  and  the 
applicant  informed  under  the  provisions 
of  the  Equal  Credit  Opportunity  Act  of 
1976,  pursuant  to  §  510.50(f)(6). 

§  510.84  Loan  SettlemenL 

(а)  Loan  settlement.  Loan  settlement 
of  Section  312  rehabilitation  loan  funds 
shall  be  accomplished  by  the  LPA 
according  to  the  following  procedures: 

(1)  Prepare  and  have  the  borrower 
execute  the  rehabilitation  loan 
agreement,  the  promissory  note  and 
mortgage,  deed  of  trust,  or  other  loan 
security  instrument  as  required  by 
Section  510.42; 

(2)  Prepare  and  have  the  borrower 
execute  the  Rent  Regulatory  Agreement 
if  required  under  §  510.102; 

(3)  Take  actions  to  assure  that 
settlement  complies  with  Truth-in- 
Lending  Requirements  (510.50(a))  and 
Real  Estate  Settlement  Procedures  (if 
refinancing  a  land  sales  contract  is 
involved,  §  510.50(b)). 

(4)  Ensure  that  necessary  and 
adequate  insurance  policies  such  as  fire, 
flood,  disaster  and  extended  coverage 
are  in  force  and  all  taxes,  special 
assessments  and  ground  rents  are  paid 
to  date  of  loan  settlement  and  provision 
is  made  for  payment  of  these  items 
during  construction  and  for  collection  of 
monthly  escrow  payments  for  these 
items  unless  a  lender  with  a  senior 
position  is  collecting  such  escrows; 

(5)  For  refinancing,  ensure  that  a  full 
statement  of  amounts  due  for  all  loans 
or  mortgages  to  be  refinanced  is 
available; 

(б)  Advise  the  borrower  of  the  loan 
repayment  schedule  including  escrow 
accounts,  the  servicer’s  name  and 
address,  and  the  date  the  first  loan 
payment  is  due; 

(7)  Inform  the  borrower  that  the 
rehabilitation  loan  agreement  will 
become  a  legally  binding  contracL 
effective  after  the  full  discharge  of 
rescission  rights  under  the  Truth-in- 
Lending  Act,  if  applicable; 

(8)  Have  the  LPA’s  counsel  participate 
as  may  be  necessary  to  assure  the  legal 
enforceability  of  the  loan  documents 
and  the  priority  of  the  lien  of  the  loan 
security  instrument  in  accordance  with 
the  approved  loan  application; 

(9)  If  the  cost  of  rehabilitation  work 
exceeds  the  amount  of  the  loan 
approved,  then  supplemental  financing 
from  the  borrower  or  legally-binding 
commitments  of  such  financing  from 
other  parties  shall  be  provided  at  loan 
settlement,  as  required  by  510.86(b). 

(b)  Post-settlement.  After  settlement, 
the  LPA  shall  ensure  that: 
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(1]  Section  312  loan  documents  are 
immediately  and  properly  recorded: 

(2)  Documentation  is  obtained  of 
completion  of  refinancing  in  accordance 
with  correct  legal  procedure  for  the 
jurisdiction. 

(3]  All  loan  funds  are  disbursed  from 
the  rehabilitation  escrow  account 
properly  pursuant  to  §  510.86. 

(4)  Within  the  time  prescribed  by 
HUD,  all  appropriate  documentation  is 
forwarded  to  the  HUD  Area  Office;  the 
necessary  loan  documents  are  sent 
directly  to  the  servicer,  as  specified  by 
HUD. 

§  510.86  Management  of  rehabilitation 
escrow  account. 

(a)  Accounts.  The  LPA  shall  maintain 
one  or  more  accounts  with  cash 
depository  institutions  for  all 
rehabilitation  escrow  account  funds,  as 
well  as  for  supplemental  funds  provided 
by  the  borrower.  The  account(s)  shall  be 
separate  and  distinct  from  all  other 
accounts  maintained  by  the  LPA  and 
shall  be  for  the  sole  purpose  of 
depositing  rehabilitation  escrow  account 
funds.  The  accounts  will  be  non-interest 
bearing.  IPAs  are  encouraged  to  open 
accounts  in  minority  lending  institutions 
and/or  institutions  that  promote  and 
support,  by  lending  practice,  the 
localities'  community  development 
objectives. 

(b)  Supplemental  financing. 
Supplemental  financing  which  is 
provided  by  means  of  a  commitment 
from  a  lending  institution,  or  a  grant  or 
loan  from  other  Federal,  State,  public  or 
private  sources  may  either  be  deposited 
in  the  escrow  account  or  be  applied 
directly  to  payment  for  the  rehabilitation 
work.  If  applied  directly,  such  Hnancing 
shall  be  set  aside  for  the  rehabilitation 
work  under  a  legally-binding 
commitment  provided  at  loan  settlement 
and  shall  either  be  used  in  full  prior  to 
any  disbursements  being  made  from  the 
escrow  account  or  both  private  and 
public  funds  shall  be  drawn  upon 
jointly.  For  supplemental  financing 
provided  in  cash  by  the  borrower,  it 
shall  be  deposited  in  the  escrow  account 
at  or  prior  to  loan  settlement  to  assure 
its  availability  for  the  rehabilitation 
work.  A  loan  approval  made  in  reliance 
on  the  availability  from  any  source  of 
supplemental  financing  for  any  portion 
of  the  rehabilitation  work  included  in 
the  approved  loan  amount  is  subject  to 
the  condition  that  such  financing  will  be 
legally  committed  at  loan  settlement  as 
required  by  this  paragraph.  If  such 
financing  is  not  available  at  settlement, 
loan  approval  may  be  cancelled  by  the 
LPA. 

(c)  Disbursements.  (1)  Disbursements 
from  the  rehabilitation  escrow  account 


shall  be  by  check,  and  checks  shall  be 
issued  directly  to  the  contractor  or  other 
payee  based  upon  a  voucher  system. 

The  voucher  shall  include  a  request  for 
payment  from  the  payee,  and  such 
payment  from  the  escrow  account  shall 
be  authorized  by  both  the  borrower  and 
the  LPA  executing  the  voucher.  At  loan 
settlement  vouchers  are  not  required; 
payments  due  at  settlement  as  described 
in  §  510.38  shall  be  paid  by  check  which 
is  made  payable  jointly  to  the  borrower 
and  payee.  The  disbursement  to  the 
payee  will  occur  by  endorsement  of  the 
check  by  the  borrower.  In  case  of  a 
default  prior  to  completion  of 
construction  under  the  Section  312 
security  instrument,  HUD  may  order 
disbursement  from  the  rehabilitation 
escrow  account  in  order  to  complete 
construction,  if  determined  necessary  by 
HUD  in  order  to  protect  its  security 
interest. 

(2)  If  the  rehabilitation  costs  are  less 
than  anticipated  and  unutilized  funds 
remain  in  the  account,  such  funds  may 
be  disbursed  in  the  following  order: 

(i)  to  the  borrower,  as  a 
reimbursement  for  supplementary 
financing  originally  made  available  as  a 
cash  deposit  in  the  escrow  account  (but 
in  no  instance  shall  the  reimbursement 
be  in  excess  of  the  cash  deposit  made 
by  the  borrower); 

(ii)  to  reduce  the  principal  amount  of 
the  supplemental  loan,  up  to  the 
principal  amoimt  of  any  supplemental 
financing  made  available  through 
conventional  financing  or  other  Federal, 
State  or  local  rehabilitation  loan 
programs;  and 

(iii)  to  reduce  the  principal  amount  of 
the  Section  312  loan. 

(d)  Cost  overruns.  If  the  rehabilitation 
costs  are  greater  than  anticipated,  and 
the  scope  of  work  cannot  be  decreased, 
the  additional  funds  needed  shall  be 
obtained  from  the  borrower  and 
immediately  deposited  in  the 
rehabilitation  escrow  account.  However, 
if  the  reasons  for  the  cost  overrun  were 
clearly  beyond  the  control  of  the 
borrower  and  supplemental  financing 
cannot  be  timely  obtained  from  any 
reasonably  available  source,  then  a  new 
loan  application  for  the  total  adjusted 
rehabilitation  cost  may  be  processed 
and  approved,  subject  to  availability  of 
funds  from  HUD  and  applicability  of 
loan  limits. 

(e)  Fund  accountabiiity.  The  Secretary 
and  the  Comptroller  General  of  the 
United  States,  or  their  designees,  shall 
have  access,  for  the  purpose  of  audit 
and  examination,  to  the  books, 
documents,  and  records  of  the  locality 
and  the  LPA,  or  its  agent  or  contractor, 
related  to  the  administration  of  the 
Section  312  Loan  Program.  Records  shall 


be  retained  for  the  life  of  the  loan  or  for 
such  shorter  period  as  may  be 
prescribed  by  the  Secretary. 

§  510.88  Inspection  monitoring  and 
progress  payments. 

(a)  Inspections.  (1)  Progress  and  final 
payments  to  the  contractor,  or  to  the 
materials  supplier  where  a  line  of  credit 
is  established  in  the  case  of  self-help 
projects,  shall  be  approved  by  the  LPA 
only  after  the  work  has  been  inspected 
and  found  to  be  in  compliance  with  the 
contract  and  with  the  PRS. 

(2)  The  LPA  is  responsible  for 
securing  inspections  on  all  properties 
where  the  Section  312  loan  amount  is 
less  than  $250,000. 

(3)  On  properties  with  Section  312 
loans  of  $250,000  or  more,  HUD  or  a 
HUD-approved  inspector  and  the  LPA 
staff  shall  make  joint  inspections,  as 
agreed  upon  by  Aem. 

(b)  Hoidback.  (1)  A  holdback  of  10 
percent  of  the  value  of  the  work 
completed  for  each  progress  payment  to 
the  general  contractor,  the  borrower  and 
subcontractors  under  self-help/sweat 
equity  loans  is  required  during 
construction.  Upon  inspection  and 
certification  of  completion  in 
accordance  with  the  contract  and 
applicable  PRS,  the  final  construction 
payment,  including  the  holdback 
amount,  may  be  approved  by  the  LPA.  A 
holdback  higher  than  10  percent  may  be 
utilized  by  the  LPA  to  ensure 
construction  is  completed  satisfactorily. 

(2)  A  holdback  of  5  percent  may  be 
approved  on  a  case-by-case  basis  by  the 
Area  Manager  if: 

(i)  The  likelihood  of  construction 
completion  is  not  jeopardized; 

(ii)  Local  progress  inspections  are 
thorough  and  accurate;  and 

(iii)  The  borrower/contractor  obtains 
a  performance  guarantee,  performance 
bond,  or  letter  of  credit  satisfactory  to 
the  Area  Manager. 

(c)  Payments.  For  progress  and  final 
payments  that  the  LPA  is  required  to 
approve  after  inspection,  in  accordance 
with  this  Section,  the  LPA  shall  process 
a  disbursement  from  the  rehabilitation 
escrow  account  as  provided  in 

§  510.86(c).  After  a  final  inspection 
determines  that  the  rehabilitation  work 
has  been  completed,  the  LPA  shall 
obtain  a  release  of  liens  from  the 
contractor  and  all  subcontractors,  and  a 
copy  of  each  warranty  on  the  work.  Any 
work  not  completed  in  accordance  with 
the  construction  contract  and  PRS  shall 
be  corrected  by  the  contractor,  or  else 
no  payment  shall  be  authorized  by  the 
LPA. 

(d)  Monitoring.  The  LPA,  to  the 
maximum  extent  feasible,  shall  cause 
the  contractor  to  correct  any 
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deficiencies  in  work  covered  under  the 
contract  within  the  one  year  warranty 
period. 

Subpart  F— Special  Requirements 
Applicable  on  Multifamily  Loans, 
Mixed-use  Properties  With  More  Than 
Five  Units,  and  Single-Family,  Investor- 
Owned  Properties 

§  510.100  General — Muitifamily. 

(a)  Assurances.  The  locality  shall 
certify  in  the  loan  application  that;  ‘The 
property  is  located  in  a  low-  and 
moderate-income  area  as  described  in 
24  CFR  570.302(d)(2)(i)  or  at  least  51 
percent  of  the  property’s  initial  tenants 
after  rehabilitation  will  be  low-  and 
moderate-income.  The  loan  is  consistent 
with  the  locality’s  current  community 
development  and  housing  plan 
developed  pursuant  to  24  CFR  570.304.” 

(b)  Maximum  unit  exception.  No 
Section  312  loan  shall  be  made  on  a 
property  having  100  or  more  units  after 
rehabilitation,  unless  HUD  determines 
that  the  loan  is  essential  to  meet  the 
community  development  needs  of  a 
neighborhood  and  alternative  sources  of 
financing  are  not  available.  The  Area 
Manager  is  hereby  authorized  to  grant 
an  exception  to  the  99  unit  limit,  based 
upon  a  written  request  from  the  locality 
including  clear  evidence  of  the 
importance  of  the  specific  project  to  the 
community  development  needs  of  the 
eligible  area  in  which  the  property  is 
located.  The  Area  Manager  is 
authorized  to  approve  the  locality’s 
request,  if  the  Area  Manager  finds  that: 

(1)  The  rehabilitation  of  the  project 
will  provide  needed  housing  units  for 
tow-  and  moderate-income  tenants,  or 

(2)  The  revitalization  of  the  target 
area  would  be  significantly  hindered  if 
the  property  were  not  rehabilitated. 

(3)  Under  either  (1)  or  (2)  above, 
alternate  sources  of  financing  which 
would  be  adequate  for  the  specific 
project  are  not  available. 

§510.102  Rent  regulatory  agreement 

(a)  Agreement.  A  Rent  Regulatory 
Agreement  shall  be  executed  at  loan 
settlement  for  all  multifamily  and 
investor-owned  single-family  properties 
rehabilitated  with  Section  312  funds,  for 
the  purpose  of  limiting  the  rate  of  return 
to  the  borrower  through  increased  rents 
caused  by  the  rehabilitation  of  the 
property  over  the  first  5  years  of  the 
loan  commencing  on  the  completion  of 
rehabilitation  woiic.  Such  an  agreement 
shall  be  between  the  borrower  and  the 
United  States  of  America  acting  by  and 
through  the  Secretary  of  Housing  and 
Urban  Development  and  shall  be 
executed  by  the  HUD  Area  Manager  or 
his/her  designee  on  behalf  of  the 


Secretary.  The  agreement  shall  be  in  a 
form  prescribed  by  HUD  and  shall 
include,  among  other  loan  information: 

(1)  The  total  monthly  rents  that  may 
be  charged  for  all  dwelling  units  in  the 
property  computed  in  accordance  with 
paragraph  (b)  of  this  Section; 

(2)  A  provision  to  allow  increases  in 
such  total  monthly  rents  to  cover 
increases  in  operating  costs,  including 
property  taxes,  insurance,  utilities, 
maintenance,  and  other  reasonable 
costs.  Such  increases  in  costs  shall  be 
documented  in  the  files  of  the  borrower, 
to  be  maintained  for  HUD  inspection  at 
its  option  for  a  period  of  2  years 
following  the  expiration  of  the 
agreement.  The  borrower  shall  notify 
the  LPA  administering  the  loan  and  all 
original  tenants  still  in  tenancy  of  any 
rent  increases  above  the  initial  allowed 
maximum  and  the  reasons  therefor 
during  the  period  of  the  agreement; 

(3)  A  provision  for  declaring  the  loan 
in  default  and/or  for  taking  other 
appropriate  legal  action  if  the  borrower 
fails  to  correct  violations  of  the  Rent 
Regulatory  Agreement; 

(4)  A  provision  that  the  tenants  of  the 
property  be  provided  with  information 
in  writing  by  the  borrower  regarding  the 
terms  of  the  Rent  Regulatory  Agreement; 

(5)  A  provision  that  pre-existing  debt 
and  other  rehabilitation  financing  on  the 
property  may  be  calculated  into  the 
Rent  Regulatory  Agreement  if  the 
original  term  is  at  least  ten  years, 
pursuant  to  paragraphs  {b)(l){ii)  and  (iv) 
of  this  Section.  However,  if  the  term  of 
the  existing  debt  expires  within  the  first 
four  years  of  the  agreement,  the  amount 
of  annual  principal  and  interest 
payments  on  such  debt  must  be 
subtracted  from  the  figure  used  in 
paragraph  (b)(l)(ii)  and  (iv)  and  the 
monthly  rental  amount  recalculated  on 
an  annual  basis  for  th^  remaining  year 
or  years; 

(6)  A  provision  that  the  agreement 
shall  bind  any  successors  in  interest  and 
shall  be  recorded  with  the  mortgage 
which  shall  specifically  incorporate  the 
Rent  Regulatory  Agreement  by 
reference;  and 

(7)  A  provision  that  any  lease 
between  the  borrower  and  tenant 
contain  a  statement  allowing  the 
borrower  to  evict  tenants  only  for  cause 
and  in  accordance  with  State  and  local 
laws. 

(b)  Rental  amount.  The  total  monthly 
rent  amount  to  be  used  as  a  basis  for  the 
Rent  Regulatory  Agreement  shall  be 
computed  by: 

(1)  Totaling  (i)  through  (v)  of  this 
subparagraph; 

(i)The  estimated  annual  operating 
expenses  including  insurance  and  taxes 
after  rehabilitation: 


(ii)  The  annual  principal  and  interest 
payments  on  pre-existing  mortgage 
debts,  but  only  if  the  original  terms  were 
at  least  10  years; 

(iii)  The  annual  principal  and  interest 
payments  on  the  Section  312  loan; 

(iv)  The  annual  principal  and  interest 
payments  on  other  rehabilitation 
financing,  but  only  if  the  original  terms 
were  at  least  10  years; 

(v)  An  amount  which  is  a  reasonable 
return  on  investment  as  determined  by 
HUD,  on  recommendation  of  the  LPA. 
which  shall  not  exceed  a  20  percent 
return  on  equity  defined  as: 

(A)  appraised  market  value  prior  to 
rehabilitation  plus; 

(B)  the  cost  of  rehabilitation  minus; 

(C)  after  rehabilitation  indebtedness 
(of  at  least  a  10-year  term)  secured  by 
the  property. 

(2)  Dividing  the  total  calculated  in 
Subsection  (b)(1)  by  .93  to  adjust  for 
vacancies. 

(3)  Dividing  the  amount  calculated  in 
Subsection  (b)(2)  by  12  to  calculate  the 
allowable  total  monthly  rent. 

(c)  Adjustments.  HUD  reserves  the 
right  to  revise  downward  the  maximum 
percentage  return  on  equity  permitted 
under  paragraph  (b)(l)(v)  of  this  Section 
as  necessary  to  reflect  changes  in 
economic  conditions,  including  changes 
in  the  prime  rate.  Any  such  decrease 
may  be  made  by  direct  notice  to 
localities  processing  Section  312  loans 
and  shall  be  effective  only  for  loans 
approved  after  the  effective  date  of  such 
Notice. 

Subpart  G— Loan  Servicing 

§510.120  General.  [Reserved] 

Subpart  H — Performance  Evaluation 
and  Recordkeeping 

§  5 1 0. 1 50  Records  and  reporting 
requirements. 

(a)  Loan  file.  The  LPA  shall  keep 
complete  records  for  each  Section  312 
loan  which  shall  include,  without  being 
limited  to,  the  following: 

(1)  All  documents  and  supporting 
material  required  for  a  complete  loan 
application  submission  to  the  Approving 
Officer, 

(2)  All  documents  and  supporting 
material  relating  to  loan  settlement,  the 
rehabilitation  contract,  inspection  of  the 
rehabilitation  work,  and  loan  close-out. 
including  transmittal  of  documents  to 
the  loan  servicer. 

(3)  A  record  of  all  contacts  with  and 
complaints  from  the  borrower: 

(4)  A  record  of  all  problems 
experienced  with  the  rehabilitation 
contractor(s);  and 

(5)  Any  other  items  specifically 
required  by  this  Part  or  program  forms 
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and  documents  to  be  included  in  the 
loan  file. 

(b)  Program  records.  The  locality  or 
LPA,  as  appropriate,  shall  maintain  the 
following  program  records: 

(1)  A  record  of  the  amounts  and  types 
of  loans  made  on  a  yearly  basis,  as  well 
as  a  record  of  the  areas  in  which  the 
loans  were  made; 

(2)  Accounting  records  which  will, 
among  other  things: 

(i)  Fully  disclose  activity  and  status  of 
the  rehabilitation  escrow  account; 

(ii)  Disclose  the  name  of  each 
borrower,  amount  of  the  loan  to  the 
borrower,  date(s]  funds  were  received 
from  HUD  for  each  loan,  date{s)  funds 
were  disbursed  and  the  amount  and 
date  of  any  loan  cancellations;  and 

(iii)  Facilitate  an  effective  audit; 

(3)  Documentation  of  corrective 
actions  taken  by  the  locality  as  a  result 
of  HUD  reviews  of  program 
performance;  and 

(4)  Other  records  as  may  be  required 
by  the  Secretary  by  direct  notice  to  the 
locality. 

(c)  Reports.  The  Secretary  may 
require  localities  or  LPAs  participating 
in  the  program  to  submit  periodic  or 
one-time  reports  which  may  contain, 
without  being  limited  to,  the  following: 

(1)  Information  about  amounts  and 
types  of  loans  approved  and 
disapproved; 

(2)  Characteristics  of  loan  applicants; 

(3)  Information  about  other  activities 
in  areas  where  the  locality  is  targeting 
the  loan  funds; 

(4)  Information  about  the  utilization  of 
minority  contractors;  and 

(5)  Information  concerning  application 
of  solar  energy  systems  in  rehabilitated 
property, 

§  510.154  Performance  evaluation. 

(a)  HUD  review.  HUD  shall  review 
each  locality’s  performance  at  least 
once  each  two  years  to  determine 
whether  corrective  or  remedial  actions 
as  described  in  §  510.156  are  necessary 
because  of  the  locality’s  failure: 

(1)  To  carry  out  the  Section  312 
Program  substantially  in  accordance 
with  the  requirements  of  applicable  law, 
this  Part,  other  applicable  Federal 
regulations  and  executive  orders,  and 
any  further  requirements  contained  in 
program  forms,  legal  documents  and 
Handbooks; 

(2)  To  maintain  a  continuing  capacity 
to  carry  out  the  program  in  an  efHcient 
and  timely  manner; 

(3)  To  provide  a  sustained  level  of 
concentrated  public  investment  to 
complement  the  rehabilitation  efforts  in  ' 
eligible  loan  areas,  pursuant  to  §  510.22; 
or 


(4]  To  meet  the  priorities  and 
objectives  set  forth  in  §  510.2. 

(b)  Scope  of  Review.  In  reviewing 
each  locality’s  performance  under  this 
Section,  HUD  will  consider  all  available 
information,  which  may  include,  but 
need  not  be  limited  to,  the  following: 

(1)  The  loan  Hies  maintained  by  the 
Secretary  and  by  the  locality  or  LPA; 

(2)  The  locality’s  rate  of  committing 
Section  312  funds  compared  to  any  fund 
use  schedules  that  may  have  been 
furnished  to  the  Secretary; 

(3)  In-depth,  on-site  monitoring 
reviews  of  the  locality  to  view  program 
administration,  concentration  and 
quality  of  rehabilitation  activity, 
including  interviews  with  loan 
applicants  and  borrowers; 

(4)  Reports  and  records  of  public  and 
private  investment  in  eligible  loan  areas, 
as  described  in  §  510.22; 

(5)  Reports  prepared  by  the  locality  or 
LPA  and  furnished  to  the  Secretary',  as 
described  in  §  510.150(c); 

(6)  Results  of  previous  reviews  of  the 
locality’s  or  LPA’s  performance; 

(7)  Records  maintained  by  the  locality 
or  LPA,  as  described  in  §  510.150(b]; 

(8)  Audit  reports  whether  conducted 
by  the  locality,  the  LPA,  HUD  or  the 
General  Accounting  Office;  and 

(9)  Records  of  comments  and 
complaints  by  citizens  and 
organizations,  or  litigation. 

§  510.156  Corrective  and  remedial 
sanctions. 

(a)  Actions.  If  the  Secretary 
determines  on  the  basis  of  a  review  of 
the  locality’s  performance  under  Section 
510.154,  or  otherwise,  that  corrective  or 
remedial  actions  are  necessary,  the 
Secretary  may  take  one  or  more  of  the 
actions  authorized  in  this  Section.  In 
each  instance,  the  action  taken  will  be 
designed  to  first  prevent  a  continuance 
of  the  deficiency;  second,  mitigate  any 
adverse  effect  of  the  deficiency  to  the 
extent  possible  under  the  circumstances; 
and  third,  prevent  a  recurrence  of  the 
same  or  similar  deficiency. 

(b)  These  actions  may  include:  (1) 
Directing  the  locality  to  submit 
additional  information  concerning  any 
and  ail  aspects  of  its  administration  of 
the  program; 

(2)  Directing  the  locality  to  submit 
progress  schedules  and  other  reports  on 
loan  activity; 

(3)  Issuing  a  letter  of  warning  that 
advises  the  locality  of  a  deficiency  and 
puts  the  locality  on  notice  that  more 
serious  sanctions  will  be  taken  if  the 
deHciency  is  not  corrected  or  is 
repeated; 

(4)  Directing  the  locality  to  suspend  or 
terminate  loan  processing  activities; 


(5)  Reducing  the  Section  312  funds  to  a 
locality  for  that  fiscal  year  as  a  result  of 
the  locality’s  inability  to  commit  funds 
in  accordance  with  the  established  use 
schedule  for  that  locality  or  because  of 
evidence  of  poor  performance; 

(6)  Reducing  the  Section  312  funds 
available  to  the  locality  for  the  next 
fiscal  year; 

(7)  Requiring  the  locality  to  make 
local  public  funds  available  to  a 
borrower  in  order  to  complete  the 
rehabilitation  of  his/her  property  where 
HUD  determines  that  the  locality’s 
deficient  administration  of  the  program 
has  resulted  in  the  rehabilitation  not 
being  successfully  carried  out  with  the 
funds  available  from  the  loan; 

(8)  Conditioning  the  availability  of  a 
succeeding  year’s  funds  on  the  locality’s 
correction  of  deficiencies  noted  by  HUD; 
and 

(9)  Declaring  an  area  or  locality  no 
longer  eligible  for  Section  312  funding. 

Issued  at  Washington.  D.C.,  September  2. 
1980. 

Walter  G.  Farr,  )r.. 

Deputy  Assistant  Secretary  for  Community 
Planning  and  Development. 
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